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EXPORT CONTROL AND POLICIES (Export of Strategic 
Materials) 


WEDNESDAY, MAY 16, 1951 


Untrep States SENATE, 
CoMMITTEE ON INTERSTATE AND ForEIGN CoMMERCE 
SUBCOMMITTEE ON Export CoNnTROLS AND POLICIES, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10: 10 a. m., in room 457, 
Senate Office Building, Washington, D. C., Senator Herbert R. 
O’Conor presiding. : 

Present: Senators O’Conor (chairman of the subcommittee), 
McMahon, and Williams. 

Also present: Senator Hayden. 

Senator O’Conor. The hearing will please come to order. 

In opening the hearings, or I might say reopening them, there is a 
short statement I should like to make for the record, as follows: 

A matter of grave concern is the extent to which materials of critical 
or strategic Vv value have been flowi ing from the Western World to the 
countries behind the Communist iron curtain, which are seeking the 
eventual destruction of our free way of life. One expression of this 
concern was the passage of Senate Resolution 365 on December 21, 
1950, authorizing the export control and policy studies of this sub- 
committee. 

It seems clear that any appraisal of the effectiveness of controls on 
the export of strategic and critical materials from the United States 
to the Communist areas would be incomplete unless seen in relation 
to the concurrent activities of this nature carried on in Western Europe 
and elsewhere by United States agencies and by other governments. 

Some aspects of the problem of export of strategic materials seem 
to be of particular urgency at this time. Of these, however, the most 
immediately urgent to the United States seems to be that of shipments 
from Western Germ: ny to Communist countries of critical and stra- 
tegic materials which could not be exported to those countries from 
the United States, shipments which, according to repeated reports, 
have been continuing and increasing despite the presence of United 
States officials having the authority and feidnatielbtlity necessary to 
deal with the problem. Because of this urgency the subcommittee has 
chosen this aspect on which to focus its particular attention during 
the past 2 months. 

As announced to the Senate on April 26, the subcommittee sent an 
investigator, Mr. Kenneth R. Hansen, to Germany to make an inspec- 
tion of the control of critical and str ategic exports from Western 
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Germany to the Communist-controlled countries. Mr. Hansen is 
prepered to report the facts about this situation as he found them. 
lis preliminary report to us reveals a shocking state of affairs. 

The report is based on direct observations, as at customs check 
points, and on interviews with officials of the Department of State, 
of the Office of the United States High Commissioner for Germany, 
including ECA, of the United States Army, and of the German Gov- 
ernment, and with private individuals who had information relating 
to the problem. 

I should like, at this point, to call attention to the fact that inter- 
ested agencies of the United States Government in this country and 
in Germany have, by their cooperation, made possible the gathering 
of a wealth of information on this subject in a relatively short period 
of time. Classified information, wherever necessary or appropriate, 
has been made available on an executive basis. 

We are also pleased to have with us the senior Senator from Dela- 
ware, Senator Williams, who has been so vigilant and so earnest in 
giving attention to this general subject matter over a period of many 
months. 

Senator Williams, do you desire to say anything at this time? 

Senator WiiuiaMs. Not at this time, thank you. 

Senator O’Conor. Mr. Hansen, will you rise? All witnesses will 
be sworn. 

In the presence of almighty God do you swear that the testimony 
that you shall give will be the truth, the whole truth, and nothing but 
the truth, so help you God? 

Mr. Hansen. I do. 


TESTIMONY OF KENNETH R. HANSEN, CONSULTANT, SUBCOM- 
MITTEE ON EXPORT CONTROLS AND POLICIES 


Senator O’Conor. Will you state your full name, please ? 

Mr. Hansen. Kenneth R. Hansen. 

Senator O’Conor. Mr. Hansen, what has been your position? With 
what agency of Government have you been associated ? 

Mr. ets, Recently associated with the Economic Cooperation 
Administration, and presently a consultant to the Export Control 
Subcommittee. 

Senator O’Conor. For what period of time have you been interested 
or engaged in that general work? 

Mr. Hansen. | began my first work in east-west trade problems 
about the beginning of 1948. 

Senator O’Conor. Prior to that what training had you, or what was 
your educational background or experience? 

Mr. Hansen. Prior to that I was in the Army for a period of ap- 
proximately 4 years, the latter part of which I served in Military In- 
telligence. Previous to that, at the University of California. 

Senator O’Conor. At the University of California and thereafter 
did you have any particular studies? 

Mr. Hansen. I studied economics and pre-law. 

Senator O’Conor. Then following that what did you do? 

Mr. Hansen. I went into the Army. 

Senator O’Conor. In the Army just what particular or special as- 
signments did you have? 
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Mr. Hansen. I was assigned to the Infantry, studied and taught 
special weapons at the Infantry School at Fort Benning, Ga. Then I 
went to Army Chinese school, learned the Chinese language, and was 
sent to Europe where I engaged in Military Intelligence service and 
related activities. 

Senator O’Conor. Did you then in the Army have any other as- 
signments ¢ 

Mr. Hansen. Yes. I had the assignment as executive officer of the 
Military Intelligence Service in Austria. 

Senator O’Conor. Following that? 

Mr. Hansen. Following that I was the Chief of Special Projects 
for the Office of the Director of Intelligence of United States Forces 
in Austria. Following that the Chief of Economic Intelligence for 
the office of the High Commissioner in Austria. Subsequent to that I 
was the Special Assistant to the Chief of the ECA Mission in Austria 
and charged principally with east-west trade and related duties. 

Senator O’Conor. Mr. Hansen, at our request you were assigned, 
were you not, to this subcommittee for investigation purposes ¢ 

Mr. Hansen. Yes, sir. 

Senator O’Conor. When were you assigned ? 

Mr. Hansen. That was on the 12th of March, I believe. 

Senator O’Conor. Since that time have you been continuously en- 
gaged in the study and surveying of work having to do with the ex- 
ports of materials? 

Mr. Hansen. Yes, sir. 

Senator O’Conor. Specifically I would like to direct your attention 
to conditions in Germany, with special reference to the shipments. 
Had you, before coming to our committee, had an opportunity to ob- 
serve the functioning of the controls system ? 

Mr. Hansen. I haven’t had a great opportunity. I did, however, 
have occasion to consult with officials in Germany engaged in that 
activity, since I was doing the same work in Austria. We did observe 
the general movement of trade. We received the reports from Ger- 
many on that problem. 

Senator rh, More recently, at our request did you go there? 

Mr. Hansen. Yes, sir. 

Senator O’Conor. In your own way will you tell us what conditions 
you found, and exactly what you did in the ascertainment of the way 
in which the controls are being administered. 

Mr. Hansen. Yes, sir. I left in the company of Mr. Lewis M. Lind, 
an official of the Office of German Affairs of the Department of State, 
who accompanied me throughout on this trip. We arrived in Frank- 
furt and held preliminary discussions with the HICOG officials to 
set 7 an itinerary and we met several German officials who suggested 
people for us to talk to. Insofar as our presence was not known ex- 
cept to the HICOG officials and we wished to observe as much as 

ossible without anyone knowing we were in Germany, we moved out 
immediately to the interzonal border 2 or 3 days after we arrived. 
We traveled the interzonal border of Germany from Hamburg down 
to Munich and stopped at a number of representative interzonal check 
points, inland customs points, the Free Port of Hamburg, and we 
contacted several of the units, including the British in the Hamburg 
area and the United States Military Customs Unit in the Munich 
area, 
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We then proceeded back to Frankfurt and spent several days with 
the officials there; went to Bonn, talked to West German government 
officials ; returned to Frankfurt and then proceeded to Paris for other 
consultation on our way back. 

Senator O’Conor. At any inspections that you made, was notice 

given in advance? 

Mr. Hansen. The first inspection that we made there was no notice 
in advance. 

Senator O’Conor. What hours of the day or night did you make 
those inspections ? 

Mr. Hansen. We traveled continuously overnight and made the 
inspections at any time we came to the check ‘point. That was 
often in the early hours of the morning. When we got toward the 
end of our trip it became apparent that the officials knew of our 
coming and we therefore moved more slowly toward the last. But 
we felt that we had a representative picture of the border without 
any real prior warning or briefing of our appearance. 

Senator O’Conor. At the beginning, when you made the first checks, 
what conditions did you find, that is, with particular reference as to 
the adequacies of the patrol or customs activities ? 

Mr. Hansen. The major impressions that we gained were that, first 
of all, the customs in Germany have apparently not given priority to 
their inspection of outgoing ‘shipments from the economy. Almost 
their entire attention is directed toward the goods coming into the 
economy, which might be taxable or which are luxury items, or for 
which dues or fees may be obtained. 

At the major points which we visited, we found that the exports 
of goods were receiving only cursory attention. For the most part this 
consisted largely in the customs officials receiving the export docu- 
mentation, usually verifying the signature on that by seeing that it 
was stamped, and without any inspection of the truck, allowing it to 
proceed. 

Senator O’Conor. Are we to understand that there was either inade- 
quate or no inspection of the truckloads? 

Mr. Hansen. We did observe during the latter part of our trip an 
inspection of the truckloads. The one incident that is rather aallen- 
tive is the fact that we appeared at one of the major crossing points 
and observed from a point of vantage, without being seen, the trucks 
going through the check point. They were proceeding through at a 

rate of appr oximately 3 to 5 minutes per truck. 

Senator O’Conor. Of what size were the loads, approximately ¢ 

Mr. Hansen. The average truck for interzonal trade is usually a 
truck with two trailers. I was told that these come up to as much as 
30 tons at various times. 

Senator O’Conor. You observed those going over at a rate of about 
3 to 5 minutes each ? 

Mr. Hansen. Yes, sir. 

Senator O’Conor. They were going at that rate? 

Mr. Hansen. Yes, sir. 

Senator O’Conor. From the point of vantage from which you ob- 
served the crossings, how long were you there ¢ 

Mr. Hansen. We were there approximately an hour before we dis- 
closed our presence. 
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Senator O’Conor. Had you any way to determine then or subse- 
quently from records or anything else just what were the type of 
materials going over at the rate of every 3 or 5 minutes / 

Mr. Hansen. I did check the records subsequently. I did not make 
a note of those. They were largely industrial materials of various 
types, consumers goods, for West Berlin. 

Senator O’Conor. At the time those loads were going over, approx- 
imately 30 tons each, every 3 or 5 minutes, just what was the system 
of operation ‘ 

Mr. Hansen. At this particular check point which I believe might 
be said to be the best manned and best run that we saw, the operation 
was as follows: for the initial trucks which we saw, they apparently 
merely opened the door or pulled up the canvas on the truck and 
flashed a light inside, looked around in the various parts of the truck, 
certainly not paying much attention to the crates or material, but 
looking ‘apparently for cigarettes or other goods that might have been 
concealed. At the particular time that we disclosed our presence 
and talked to the officials they made quite extensive checks. They 
spent 20 minutes checking a truck of fish from Denmark and about 
15 minutes thereafter chee! ‘king a truck full of light bulbs. That was 
a very extensive and thorough check. 

Senator O’Conor. At other places than the one you just described 
as the best manned, what did you observe as to the extent of search 
of the shipments going across, going behind the iron curtain / 

Mr. Hansen. At various places we found no search whatsoever. 
They merely accepted the documents from the shipment, gave them 
a stamp of approval, and returned the documents to the driver, occa- 
sionally looking into the cabs of the truck. 

Senator O’Conor. What types of articles did you find from the 
documentation were going across in that manner ? 

Mr. Hansen. 1 have some representative examples. 

Senator O’Conor. Will you state those, please 

Mr. Hansen. Some of the examples which were determined as 
going across the various borders, are from a list for a representative 
period in January 1951, taken from the MP customs unit, officials of 
which merely listed materials which they thought were of some re- 
stricted nature and which would be of interest. They did not stop 
those shipments, but they cleared them to proceed. 

Two bariometers with a value of about $10,500; 20,000 kilograms 
of tool steel; a further shipment of 20,900 kilograms of tool ‘steel ; 
23,000 kilograms of a cast iron rolls; 6,000 kilograms of battery lead; 
4 one- thousand kilogram high alloy crucibles for industrial furnace es: 
28,000 kilograms of double spiral gears which cost about $13,000; 
2,000 kilogr: ams of rod steel; 120,000 kilograms of minerals going to 
Czechoslovakia, $7,000 worth. 1 might just read the rest of these 
lists : 

Aluminum sheets, alloy steel rods, refined steel rods, high quality 
band steel, Isabellen wire—a high-resistance wire—aluminum pipes, 
aluminum alloys in bars, tool and inset steel. 

Senator O’Conor. On the tool and inset steel, is that a considerable 
quantity ? 

Mr. Hansen. Seventeen thousand kilograms in one movement, and 
fifteen thousand eight hundred and sixty in another. The total value 
of that would be around $6,000. 
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Senator O’Conor. Continue, please. 

Mr. Hansen. Eight crank shafts with a value of $9,000, indicating 
that they were not just ordinary crank shafts; 238 magnetic rail brake 
apparatus, valued at $8,000; two double eccentric presses, valued at 
$28,000; a calendar roller unit, complete, worth $123,910; a complete 
natural gas compressor and accessories, worth $25,000; and one center 
lathe alone worth $182,692. 

In addition to that, a high frequency electrical equipment trans- 
former of over 1,000 horsepower, worth $15,000. According to a 
check of their records—I didn’t want to bring all their records—the 
previous month a vulcanizing press which weighed 116,000 kilograms 
and was loaded on seven rail cars, appeared at a check point, with 
only a bank license from the German Government. This was re- 
turned, however. 

Senator O’Conor. Senator Williams? 

Senator Witu1aMs. That was December 1950 that you referred to? 

Mr. Hansen. Yes, sir; December 1950. The material that I read 
previous to this was for January 1951, sir. 

Senator O’Conor. What information have you as to the destination ? 

Mr. Hansen. I have the destination on almost all these shipments. 

Senator O’Conor. Will you get that in the record, not in detail, 
of course, but in a general way can you tell us so that we will have 
a general understanding ? 

Mr. Hansen. This is from the records of the MP customs unit. 
They are on the international Czechoslovakian-German and Austrian- 
German borders. Most of these items which I selected from their 
records were directly headed into Czechoslovakia. 

Senator Wiu1aMs. Being shipped from the American zone? 

Mr. Hansen. From West Germany, coming through the western 
zone. Some of these items originated in the western zone. 

Senator O’Conor. Senator Williams points out they did come under 
the surveillance, at least should have, of the American officials. 

Mr. Hansen. Yes, sir; they did. 

Senator O’Conor. Have you any photograph of any of the ship- 
ments, of the trainload you just referred to! 

Mr. Hansen. Yes, sir; I have. Unfortunately some of the mate- 
rial I requested has not arrived as yet. We do have photographs of 
the most recent ball-bearing shipment which was held by the Ameri- 
can authorities on the Czechoslovakian border. Mr. Kelly, the coun- 
sel, has those. We have pictures of the truck shipment of 350 trucks 
which appeared at the border which, according to previous testimony 
before another committee, were from the STEG surplus property. 
These photographs indicate that these trucks were in fairly good 
condition. 

Senator O’Conor. Where were they to be sent? 

Mr. Hansen. They were tobe sent to.Hungary. They were stopped, 
although I understand that a hundred of them went through 
previously. 

Senator O’Conor. What was the total shipment order, of which 
100 went through? 

Mr. Hansen. I believe 450. 

Senator Wiit1aMs. What month was that? 

Mr. Hansen. That was, to the best of my recollection, in August 
of last year, sir. 
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Senator Witu1aMs. August 1950? 

Mr. Hansen. Yes, sir. 

Senator Wiiu1ams. They were Army trucks which had been de- 
clared surplus and were being sold and shipped behind the iron 
curtain ? 

Mr. Hansen. Yes, sir. 

Senator Wiii1ams. And they were declared surplus by the Ameri- 
can Government ? 

Mr. Hansen. That is right. 

Senator Wiu1ams. And they were being sent with the consent of 
the American officials ? 

Mr. Hansen. Those shipments were not made with the consent 
of the American officials. My understanding of the method by which 
this was done was that once the Americans declared the material 
surplus, they were turned over to the STEG organization, and the 
reliance as to their retention or remaining in the German economy 
was placed upon the German licensing system. These trucks did 
appear at the border with licenses from the German banks and had 
been duly licensed by German officials. 

Senator Witu1aMs. Were those trucks in good condition ? 

Mr. Hansen. I only saw the pictures, sir, which are an exhibit 
here. The official that I talked to on the border, who had participated 
in the stopping of this shipment, informed me that they were in good 
enough condition, they were not to be cannibalized for their spare 
yarts, but they could be repaired and in some cases they needed very 
fittle repair, 

Senator Wiiu1aMs. Practically the same type trucks we were pur- 
chasing in this country for the defense program ? 

Mr. Hansen. Yes, sir. They were 214-ton trucks. 

Senator Witi1ams. These shipments were in August 1950, about 2 
or 3 months after the Korean war broke out ¢ 

Mr. Hansen. I only recollect that date, sir, I am not positive. 

Senator O’Conor. Mr. Hansen, in that connection what information 
had you as to the number of trucks which were delivered across the 
border ¢ 

Mr. Hansen. There were no records available that I could find. 
My recollection was that there were about 100 that had been shipped. 

Senator O’Conor. Of the trucks? 

Mr. Hansen. Yes, sir. 

Senator O’Conor. Now will you turn to the ball-bearing shipments? 

Mr. Hansen. I actually saw the ball-bearing shipment at the 
border. 

It was at the border at Furth Im Wald on the Czechoslovakian 
border. I inspected the entire shipment and the shipping documents, 
some of which are pictured in the exhibits. 

Senator O’Conor. Can you give us a description? You can supply 
the details later. 

Mr. Hansen. The ball-bearing shipment was a shipment of approxi- 
mately 13 tons of ball bearings which appeared in two separate rail- 
road cars. These ball bearings were in separate boxes. Their value 
was about $13,000, I believe. The documents for the shipment, as 
determined by the MP Customs Unit, indicated that the ball bearings 
had been manufactured in Schweinfurt. They had apparently been 
exported on the order of a British firm. The ball Revives subse- 
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quently were transported to Belgium in transit to Britain. By some 
arrangement they got to Sw itzerland, or at least became the possession 
of a Swiss firm, and then they appeared at the Czechoslovakian border, 
with transit documents from Belgium. 

Senator O’Conor. And then some quantities went across that way ? 

Mr. Hansen. Of this total order I don’t know if any had gone 
across. 

Senator O’Conor. Was it not in connection with that that you 
said previously that there had been some portion that had gone across ? 

Mr. Hansen. No, sir. 

Senator O’Conor. Or was that in relation to the trucks? 

Mr. Hansen. That was in relation to the trucks, yes, sir. 

Senator O’Conor. Proceed. 

Mr. Hansen. The MP Customs Unit had stopped this ball bearing 
shipment and had queried, through channels, as to what they could 
do about it. I was not able to stay in Germany long enough to de- 
termine what happened to the ball bearings. But according to a press 
report which I read, they had been allowed to proceed to Czecho- 
slovakia. 

Senator O’Conor. The total value was how much ? 

Mr. Hansen. I believe $13,000, sir. I have the exact amount in my 
file somewhere. 

Senator O’Conor. Have you any information as to any shipments 
from a smelting plant which occurred at or about that time? 

Mr. HANsEN. Yes, sir. There was the movement of a smelting 
plant from Germany, as observed by the Customs Unit. It was a 
smelting plant or parts of a smelting plant which was valued at 
$78,000. 

They were shipped during the month of February 1951 and they 
were cleared through to Czec hoslovakia. 

Senator O’Conor. Have you any information as to whether or not 
that was on the proscribed list ¢ 

Mr. Hansen. I do not have the information as to whether it fell 
on our restricted list. These are items were were stopped by the MP 
unit as being of restricted or strategic nature, which were subject to 
their questioning. I would presume from the value and the quantities 
of various of these items that they are strategic. 

Whether or not the quantity involved is strategic is certainly 
debatable. 

Senator O’Conor. Have you any further details as to what Govern- 
ment official or officials approved that shipment ? 

Mr. Hansen. The last shipment, sir? 

Senator O’Conor. Yes. 

Mr. Hansen. The shipment appeared at the border with a transit 
shipping document from Belgium. 

Senator O’Conor. Through what zone did it go? 

Mr. Hansen. They came in through the French zone of Germany 
and exited the American zone. 

Senator O’Conor. So that officials of both of those governments 
presumably have opportunity to check them ? 

Mr. Hansen. They would have the opportunity, yes, sir. 

Senator O’Conor. Will you proceed and state what further you 
observed in respect to the German border patrols? 
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Mr. Hansen. I checked very carefully the amount of documentation 
or what appeared to be the type of instructions which the customs 
officials had received. 

For the most part I found that the customs officials were trained 
largely in the traditional lines of customs. That is, they were trained 
on the basis of the old tariff regulations and the identification of luxury 
goods and taxable items. They had not received any special emphasis 
in their training or in their instructions with regard to halting the 
amen or checking ¢ ‘arefully the export of items which may be 

trategic or of war potential. 

Senator O’Conor. Before getting into that, and going back just for 
a second to your previous testimony, Mr. Hansen, you did refer to 
observations of the shipment of mining equipment; did you not ? 

Mr. Hansen. Yes, sir; some mining equipment was on the list I 
referred to. 

Senator O’Conor. Have you any other details or information per- 
taining to that particular item ¢ 

Mr. Hansen. There were mine rails going to Czechoslovakia. A1|- 
though there are many types of mines in Czechoslovakia, it is well 
known that there is extensive mining for uranium just across the border 
of Czechoslovakia. 

Senator O’Conor. That is what I had reference to particularly, as to 
the possibility of use in connection with uranium mining. 

Mr. Hansen. It is very difficult to tell on the basis of the consignee, 
since in Czechoslovakia most of the consignees are state purchasing 
corporations such as Kotva, Omnipol, and the various transportation 
companies. It is very difficult to say if it was intended for any specific 
installation. 

Senator O’Conor. You think they might have been adapted or usable 
for that? 

Mr. Hansen. The mine rails I would certainly think so. 

Senator O’Conor. Proceed. 

Mr. Hansen. If I could I would like to go into the problem of the 
West German licensing system, which is a key issue in the entire 
problem. 

Under the present German licensing system there must be a license 
for the export of practically all goods. The Germans have published 
a list called the Bundes Anzeiger which is in effect the German Positive 
List of goods, the export of which is prohibited or controlled. 

That list consists also of armaments, munitions, and atomic energy 
items, and other items which for reasons of short supply or otherwise 
the German economy has a need to control. 

This list, the German Positive List, was published on May 10, 1950, 
when administration of the export licensing was turned over to the 
Federal German Republic. At the present time the system operates 
in the following way: An exporter requests a license.from the branch 
of the Bank Deutsche Laender which is nearest him or with which 
he does the most part of his business. 

Licensing officials in the bank, on the basis of directives issued to 
them, either issue a license for the goods immediately or, if the item 
is listed in the German Positive List, they forward the license to the 
Zentrale Genehmigungsstelle, or Central Licensing Agency. 
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Upon review by this Central Licensing Agency, and with some 
additional review by the Allied Export Control Board, a certificate of 
approval—a Liefergenehmigung—is issued if the export is per- 
mitted. Upon receipt of this certificate of approval by the bank, a 
license is issued for the export of the article. That is the general 
licensing system. 

In the course of the investigation into the effectiveness of export 
controls I attempted to determine what the efficacy of this procedure 
is; what the opinions of the various HICOG and German officials 
were. We found that there are many weaknesses to this system at 
present. 

The most grave of these weaknesses is the fact that the review by the 
clerk or bank official empowered to issue the export license is, of course, 
not based—or very seldom is based—upon technical knowledge neces- 
sary to make an accurate determination of the true character of the 
goods from the description on the application. 

Few also have an intimate knowledge of the nature of the machinery 
and other materials. 

Senator O’Conor. Is it also true that presumably the bank clerk 
or bank employee might be interested in expediting the shipment or 
in approving it, because of the financial returns that would come to 
the institution ? 

Mr. Hansen. Yes, sir. One of the major draw-backs to this system 
from the view point of security export controls is the fact that the 
bank as an agent has a financial interest in the export. 

First of all, the banks which control foreign currency and exercise 
monetary controls are in the business of furthering exports and not 
restricting exports. By their very nature they attempt to promote the 
export of as many goods as possible. 

Not only that but the various clerks and officials in the banks have 
very close connections with almost all businesses in the community. 
They are handling the other business of these firms which are attempt- 
ing to ship goods. They are neither disinterested nor objective in 
their review of license applications. 

Since they have to depend in almost all cases on the description of 
the goods listed on the license application as to whether or not it is on 
the so-called Positive List, whenever there is the slightest possibility 
of a doubt it would be fair to say that whoever was making that de- 
cision was not disinterested 

There is a definite possibility, and many of the HICOG officials 
testified to me that there were several observable cases, in which they 
had had information that bank officials had even advised the firms 
how to apply for their licenses. 

There are many opportunities for local political and economic pres- 
sure, bribery, and the excuse of honest error in this system. There is 
the possibility of forgery of these licenses. The Allied observers who 
work on this problem told me of many cases where forgery had been 
suspected and in some cases even determined. 

Senator O’Conor. Can you give us some details with respect to that? 

Mr. Hansen. One of the major devices used—I did not pick up the 
specific cases referred to—one of the major devices used is merely add- 
ing items onto the license. On the license form there is a space in 
which the description of the article and the amount is written in. 
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According to the regulations, that part of the space unused is sup- 
posed to be ruled out. But in many cases—and I observed these my- 
self—they were not ruled out and it would have been perfectly possible 
to write in an additional article. 

Many of the German officials claim that this would be possible of 
detection because the final document, when it is stamped at the point 
of exit, goes back to statistical offices, and a comparison can be made. 

However, I checked with the Allied officials and they had looked into 
the problem and said that in very few cases were any checks made 
between the original document and the one which was finally used by 
the firm. 

There is the possibility of fraudulent shipment—that is, incorrect 
description of goods. That is a major loophole in the export-control 
picture. There is a possibility of multiple shipments on the same 
license. It is a theoretical possibility. I did not, myself, observe any 
cases or have any related to me. But Allied officials pointed out that 
prospect. The possibility exists for split shipments under the export 
licensing procedure. The most flagrant case of this which was de- 
scribed to me was that of one West German firm which applied for 
and received individual licenses for 89 separate parts or incomplete 
assemblies for a boiler-producing plant for the eastern zone of Ger- 
many. 

This was not detected until after most of the shipments had been 
made, however, because the applications were made under the decen- 
tralized licensing system and it wasn’t until they were all collected and 
reviewed by an ‘Allied official that it was determined that practically 
a complete boiler factory had gone over under many different licenses, 
as parts. 

Senator O’Conor. Would you have any idea, Mr. Hansen, as to how 
many subdivisions of the whole had been attempted in that one partic- 
ular case / 

Mr. Hansen. In this case there were 89 separate parts or incomplete 
assemblies. One of the industry branch people in the HICOG office 
reviewed this and informed us that that would be sufficient for a fac- 
tory installation, with a few other parts that could be procured lo- 
cally. 

Senator O’Conor. Can you just estimate the amounts which did go 
over and which were shipped, of the 89 ? 

Mr. Hansen. Most of the 89 were shipped. 

Senator O’Conor. Virtually the whole factory ? 

Mr. Hansen. Practically a whole factory 

Senator O’Conor. The destination was 

Mr. Hansen. The eastern zone of Germany. 

It is admitted by almost all parties that it is necessary that the 
export licensing system in Germany be revised. Many of the West 
German officials and certainly all the HICOG officials that I talked to 
were of agreement that it should be revised. 

However, very little substantial activity up until just recently has 
taken place to get that revised. That system went into effect on May 
10, 1950. The weaknesses of that system have become more than 
apparent to all the HICOG officials I interviewed and talked to during 
the time I was there. This system has been in effect over a period. of 
almost 12 months. 
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Yet it is only recently that some tangible steps have been made by 
which to alter that system toward a centralized licensing system. 

Senator O’Conor. Mr. Hansen, as Senator Williams pointed out a 
minute ago, of course from and after June of last year the hostilities 
have been under way in Korea. This has been in operation since May 
of 1950—the preceding month. 

Would you say that very inefficient system has continued up until 
very recently ? 

Mr. Hansen. Yes, sir; it is in effect this present date. There has 
not been a change in the decentralized German licensing system. 

Senator Witt1Ams. Do we import anything from the eastern zone 
of Germany back into the western zone of Ger many ¢ 

Mr. Hansen. Yes, sir; there is a trade exchange. 

Senator WituiaMs. Do they come through the same ports of entry ? 

Mr. Hansen. Yes, sir; they do. 

Senator Witiiams. Did you observe any of those trucks coming 
there, moving westward ? 

Mr. Hansen. Yes, sir. 

Senator Witu1AMs. What inspection were they getting ? 

Mr. Hansen. They were getting quite an extensive inspection. 

Senator O’Conor. I got the impression, Mr. Hansen, that there was 
a detailed intensive inspection in order to be sure that no goods came 
in duty-free or without paying that, but that on exports there was 
little or no attention paid to them as to the strategic or critical nature 
of the materials; is that right? 

Mr. Hansen. Yes, sir. I would state this fairly categorically: On 
exports there is a spot check, but it is a very minor spot check and 
much less than would be called for under the particular circumstances 
in Germany. 

The spot check is not, however, directed intelligently toward the 
problem of strategic exports. It is merely a check “which is made on 
the basis of the traditional spot check of any export customs system 
under a normal peacetime situation. 

The imports, however, are checked very thoroughly because of the 
general tax problem and uncompensated import problem in the Ger- 
man economy. They went through every passenger car and every 
person on many of the inspection points to determine what they were 
bringing into the country. 

If I could perhaps go into the West German enforcement activities 
I believe I could give some examples of that. 

Senator Wittiams. You are speaking about careful inspections? 
You were referring to the inspections of the {poe ican offici: = as they 
came over to see Whether or not the tax was paid on what was coming 
in ¢ 

Mr. Hansen. No, sir; that was inspection by the German officials. 

Senator Witz1AMs. But in the western zone? 

Mr. Hansen. Yes, sir. 

Senator Witi1AMs. What I had reference to was, before the trucks 
came over into the western zone and were inspected by us, what in- 
spection were they getting by the authorities behind the iron curtain ? 
Were they chee king as carefully or as carelessly as we were, to see that 
uranium or other material was not coming into our area, or were 
they just as careless as we were ¢ 
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Mr. Hansen. Their checks are somewhat more extensive. The sev- 

eral places where I attempted to determine as to the thoroughness of 

their checks it was not possible to get a completely clear picture. 

However, the East German Government has very, very strict laws 
and penalties for incorrect exports from the east zone of Germany. 
The most that they check on, however, is a list of items which I under- 
stand they have that they do not allow to be shipped out of Eastern 
Germany into Western Germany. 

I don’t know the nature of that list. 

Senator Witu1aMs. They were checking carefully to make sure those 
items did not come over into our area ¢ 

Mr. Hansen. Yes, sir. At certain times at the processing points at 
Helmsted, the inspector told me that as many as 200 or 300 trucks are 
lined up on the Soviet side undergoing a very thorough inspection. 
However, I believe he is referring more often to the political harassing 
which the Russans have carried out with regard to interzonal traffic 
than as to the degree of their inspections. 

They very often made inspections taking 1 and 2 hours per truck, 
prior to the Berlin blockade, and at various times thereafter. If I 
could go on, Senator 

Senator O’Conor. Yes, proceed. 

Mr. Hansen. In the problem of controls and the export enforce- 
ment activities, the major criterion for subjecting the effectiveness of 
the control procedure is the degree to which regulations are enforced. 
The West Germans have some of the most strict export laws in con- 
junction with the Allied High Commission laws that there are in 
Western Europe. 

They call for imprisonment up to 2 years and fines up to 25,000 
deutschemarks under the various laws of the Allied High Commission 
and the Germans. However, the records which I was able to obtain in 
Germany show the following record of enforcement by the German 
agencies: 

There were 46,615 illegal exports and imports detected by the West 
German authorities during the calendar year 1950. Of these 5,085 
vases involved goods traveling from West Germany to East Germany, 
while 39,842 cases were from east to west—in other words, imports 
into the German economy. 

There were 131 cases detected on the Czechoslovakian border of 
which 16 were west-east and 115 east-west; 1,557 cases were detected 
on the Austrian border, of which 217 were west-east and 1,340 were 
east-west. ) 

It is clear from this picture that the major checks, the major enforce- 
ment activity, has been on goods coming into Western Germany and 
not going out of Western Germany. There were 28,910 of these cases 
which were referred to the courts for prosecution by the Zollfandungs- 
dienst, the customs investigations service. Of these 27,351 were inter- 
zonal cases, of which 3,895 were west-east, and 23,456 were east-west. 

On the Czech border a similar picture took place. This picture 
would indicate the enforcement activities in 1950 were of a high mag- 
nitude. That such is not true is indicated by the fact that 60 percent 
of the total cases that I have cited involve postal. consignments. 
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This means that of approximately 46,615 violations detected, over 
27,960 were cases involving minor and almost insignificant smug- 
gling. These cases involved goods for the total value of $4,054,630. 

The major items detected in illegal trade in Western Germany are 
as follows: Coffee, cigarettes, textiles, furs, glass and ceramics, musi- 
cal instruments, typewriters, automobiles, children’s toys, Christmas 
tree ornaments, and optical and photographic equipment. 

With regard to shipments of strategic or critical significance, the 
picture is very different. According to the official statements of the 
West German Government the federal authorities, with the exception 
of West Berlin, so far not even one case of attempted illegal exports 
of strategic materials has been detected via those channels over which 
they have surveillance. 

Senator O’Conor. Mr. Hansen, that seems very alarming and very 
shocking. If, for example, of the cases that have been detected, only 
10 percent of them were from west to east ; is that correct ? 

Mr. Hansen. Yes, sir. 

Senator O’Conor. And that apparently they were centering upon 
these nonessential goods or items that they were apparently concerned 
with because of the tax situation; is that true? 

Mr. Hansen. The tax and the fact that these goods coming into 
the German economy distort the price structure and have a general 
economic effect. 

Senator O’Conor. They are more concerned about what would 
affect their own economy, to offer competitive disadvantages; is that 
not true ‘ 

Mr. Hansen. Yes, sir. 

Senator O’Conor. The further fact is that you witnessed yourself 
and have documentation proving that goods of strategic value were 
going across. You say there has not been a single successful prosecu- 
tion ¢ 

Mr. Hansen. There has been one prosecution by the Office of the 
High Commissioner in an Allied High Commission court. 

Senator O’Conor. Only one? 

Mr. Hansen. That one single case. I excepted from this material 
the problem of West Berlin. In West Berlin they have a little better 
record as far as enforcement of export controls of strategic or critical 
materials go. 

Senator O’Conor. I was referring to the situation exclusive of West 
Berlin for the present. In that you say that for illegal exports of 
strategic materials through those channels there has not been a single 
successful prosecution ? : 

Mr. Hansen. According to the German records which were given 
to me and according to the official statements of the Germans there 
are some West German firms involved in the West Berlin cases. But 
for the total area of the Bonn Republic, so-called, the West German 
authorities have not prosecuted a single case as such of illegal or at- 
tempted illegal export of strategic materials. 

Senator O’Conor. At that point I would like to ask you, Mr. Hansen, 
whether you have any information as to whether any of the industries 
or business operations within that area are Communist controlled ? 

Mr. Hansen. Yes, sir; they are. I would not say in this case Com- 
munist controlled because that is a very hard thing to establish. 
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Senator O’Conor. Do they to any degree include Communists or 
Communist sympathizers ¢ 

Mr. Hansen. To sir. According to the records of the Allied High 
Commissioner as well as German records which I saw and according 
to very many people that I talked to, including Bundesrat Deputy 
Herbert een, police officials and other people, there are many 
Communist-owned and controlled concerns in Western Germany, and 
many of these are expressly set up for the purpose of obtaining and 
shipping strategic materials to the east. 

Senator O’Conor. That is the point that I was anxious to have you 
give us full information about, because under the picture that you have 
given us, if the controls are inadequate, as they appear to be, and if 
the performance is so unsatisfactory as you have indicated, then if 
Communist-controlled operations in Western Germany are in a posi- 
tion to ship back behind the iron curtain strategic materials, that does 
represent a very alarming situation. Is that true? 

Mr. Hansen. Yes, sir; 1 would say that it is. The entire West 
German situation is such that if I could just cite a few of the facts 
of the case alone which would lead to a judgment on that score 

Senator O’Conor. Before going into that—and we would like to 
hear you in detail because it is of grave importance—could you give 
us any estimate, just generally, as to the value of the total exports in a 
given period ¢ 

Mr. Hansen. Of the illegal exports? 

Senator O’Conor. Both. 

Mr. Hansen. The legal exports to East Germany you mean? 

Senator O’Conor. Yes. 

Mr. Hansen. I have that in my other file material. 

The East German exports run about $74,000,000 a year, under the 
Frankfurt agreement. It is an exchange both ways. 

Senator O’Conor. From the best estimate that you could obtain or 
make, have you any ideas as to how the illegal exports are running ? 

Mr. Hansen. The illegal east-west trade? I don’t believe that 
there are any real estimates of that which I would care to present un- 
qualifiedly before the committee. There are many estimates that have 
been made, both by the Allied and by the West German officials. 

These amounts range from insignificant—according to Minister 
Erhard—to as much as $350,000,000 a year, which I think is way out 
of line, too. 

The major point is that no estimate that has been made has been 
based upon a substantial collection of available information which 
has been collated or conscientiously projected to determine the approx- 
imate volume of illegal trade. There are ample indications, however, 
that the volume is large. 

Senator O’Conor. When you say large, can you give us in some 
round figures the best of your knowledge? We realize that of its very 
nature it is not the kind of thing that you can put down to the last 
detail. 

If you think $350,000,000 is excessive, what would be your best 
estimate ? 

Mr. Hansen. The most-oft-repeated estimate which I have come 
more or less to accept, although I do feel there has been much less 
effort to get a real estimate than there could be made, I would say 
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it is something ranging from 70 to 80 percent of the legal trade as far 
as interzonal tr ade is concerned. 

The illegal trade of the third country and transit type I could 
not even venture to guess. On the basis of records in the Office of the 
High Commissioners of the Allies as well as the Germans, since there 
has been no real attempt to determine that, I do not think they can 
even hazard a guess. 

Senator O’Conor. With that percentage applied on the legal trade, 
what would it come to? 

Mr. Hansen. It would come to around $50,000,000 of interzonal 
trade on that basis. 

Senator O’Conor. You were taking up the other question which 
we think is very important, and we would like to have you proceed 
as to the possibility of Communist operations from West Germany 
where they apparently are established, in shipments back behind 
the iron curtain. 

Mr. Hansen. The general background information would have 
to be this. First of all, it is known to everyone that the eastern zone 
of Germany has a 5-year industrial plan. It is also well known that 
they are shipping reparations to Russia which comprise a large 
amount of their total production every year. 

They have every reason for attempting to get from Western 
Germany the goods which they need to go into these various factories. 
They are apparently, according to all Allied reports, also making 
war materials in the eastern zone. 

Western Germany is the only logical source for them to obtain 
goods for that basic 5-year plan. Not only have those two areas been 
completely contiguous economically for a continuous period, but 
the eastern zone needs the spare parts, they need the materials that 
the west zone has to supply, and it is also evident from the record of 
illegal imports into Western Germany, they are attempting in every 
way possible to get the funds, to get the deutschemarks with which 
to purchase the materials in the west zone. 

The West Berlin cases alone indicate that they are making every 
attempt to get it. The most recent case of the so-called Haselgruber 
group involves about 150 firms. As I understand, some of them are 
going to come to trial very shortly. 

The cases involved were quite considerable. These cases involved 
the following items and approximate quantities: Steel, approxi- 
mately 1 million deutschemarks of steel were shipped through a firm 
in West Berlin to East Berlin from goods which originated in Dussel- 
dorf, Germany. 

According to German records on this case now determined, this 
trade has been carried on uninterruptedly throughout the last year; 
850 tons of lead, cathode copper, and tin were also shipped by the 
firm. 

Another case in West Berlin was detected, 90 tons of copper shipped 
through a firm in West Berlin to an Kast Berlin electrical apparatus 
factory : 

Another case of steel flasks, approximately 200,000 deutschemarks. 
Steel pipe, 300 tons, through a firm in West Berlin. Machine parts, 
30 tons. Electrical steel sheet, in shapes and forms, 24 tons of strip 
iron, 6 tons of tool steel, 576,000 kilos of cable, and shipments of ball 
bearings, nails, iron profiles, steel sheets and various miscellaneous 
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items, were all detected within the last 2 months in West Berlin and 
are now coming to trial. 

Senator Wiut1aMs. You say this was all discovered within the last 
2 months? 

Mr. Hansen. Yes, sir. 

Senator Wiu1ams. When were these firms arrested ? 

Mr. Hansen. It occurred about 4 days after I arrived in Germany. 

Senator Witu1aMs. Prior to that time there had been no effort so 
far as you know to prosecute or stop those shipments 

Mr. Hansen. They had not come to that point. According to 
some of the Allied officials, they had attempted three times to get ‘this 
particular group up for trial, and bring oe a thorough investiga- 
tion. Several times the case was dropped by the German authorities 
who claimed they could not develop anything. 

Most recently one of the West Berlin district attorneys got very 
active in it and developed enough of a case to take action. I might 
cite one thing that was told to me by what I consider a well-qualified 
official. That was that at the time I was in Berlin, there were repre- 
sentatives from as many as 22 separate firms from the Ruhr indus- 
tries in Berlin attempting to quash that particular case. 

They were attempting to influence the prosecutors and Berlin au- 
thorities not to bring this case to trial. 

Senator Witu1aMs. Do you have any knowledge as to whether or 
not this case was proceeding to trial in a normal manner prior to the 
investigation 

Mr. Hansen. I have no knowledge of that. I just know that the 
case finally broke on that date. However, on the basis of my ex- 
perience of years ago I do know that that group has been active for 
quite some time. There was nothing done about it, effective action, 
that is, until this first trial, which is scheduled for May 4 of this 
year, 

Senator O’Conor. Mr. Hansen, will you proceed and indicate what 
further activities were observable ¢ 

Mr. Hansen. I would say that for the most part the real problem 
of illegal trade from Western Germany has depended upon two major 
things. One of those is the licensing system which at present is 
inadequate and which even under its present inadequacy is probably 
going to exist for 2 or 3 more months no matter how quickly they 
set up a hew system. 

The second is the enforcement activity. I did not find that there 
was any real training of those customs officials, that they were told to 
look, in a directive sense, for strategic or strategic-type materials. 

At one customs point an official told me, after I had reviewed al- 
most all of his documentation, that he had a verboten list, a forbidden 
list of exports to the eastern zone of Germany. Since we had not 
seen anything like that at any of the customs points I immediately 
asked for it. Fora parted of about 20 minutes he insisted that not 
one item on that list should be shipped to Eastern Germany and that 
he never allowed shipment of one item on the list; that he had even 
turned back shipments of items on that list. 

That list subsequently turned out to be the interzonal trade agree- 
ment which lists only those items which can go between the zones. 
That, I thought, was a very descriptive example. 
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In another place on the interzonal border one of the customs offi- 
cials told me that he knew the entire difference between a bank license 
and a license which had had the Zentrale Genehmigungsstelle ap- 
proval. He told me every time they got goods that came with those 
licenses improperly certified he turned them back and did it very 
rigorously. The ridiculous part of that is that those documents are 
not valid on the interzonal border but only valid on the international 
border. Entirely different documents for interzonal shipments are 
required. That was the general caliber of some customs activities. 

I might point out that on the customs trip that we took—TI was ac- 
companied by Mr. Lind and a gentleman from the HICOG—that gen- 
tleman had been the only person, the only American official who had 
ever toured the entire interzonal border before. 

Senator O’Conor. Do you mean that during the whole period of 
time that the High Commissioner’s office has been in charge that there 
has never been an extensive survey made of the whole border ? 

Mr. Hansen. To the best of my knowledge. I saw one report 
rendered by the interzonal inspectorate group, a tri-partite group, 
which concerned only the interzonal border on the American side. 
That inspection was done by American Army officers. 

I also saw the reports issued by this particular individual who 
toured the interzonal border completely several times previously, 
but aside from that no other HICOG officials to my Naren hitptre I 
asked the question repeatedly—had ever toured the entire zonal 
border. 

The interzonal border, of course, comprises both the American and 
British zones. At the present time the British have only two men in 
their frontier service patrolling a much larger interzonal border 
than we have. Up until this week we did not have our MP customs 
unit on the interzonal border. We only had our regular police u 
there and our constabularly patrols, which are largely directed wit 
regard to security of personnel and border crossers. 

Senator O’Conor. Mr. Hansen, the conclusion that one gets—and 
I wish you would correct me if I am wrong—is that apparently there 
is no need for them, in going through customs, to invent any carefully 
worked out plan to smuggle things over if they can just go through in 
an unprotected border. 


Mr. Hansen. The German customs are on all borders. But as far 
as allied 26) 7 hoe 
Senator O’Conor. I am talking about Allied supervision. 


Mr. Hansen. We have supervision now on the Austrian-German 
border with the Seven Thousand Seven Hundred and Fifty-first MP 
Customs Unit. We have it on the Czechoslovakian border. Just rec- 
ently, at the time I was in Germany, the High Commissioner agreed 
to place the MP customs unit on the American sector of the interzonal 
border. 

But that still leaves the rest of the interzonal border with only gen- 
eral field inspections by the British in that area and the rest of the 
international border, with the exception of the Bremen enclave, which 
also has MP’s, without significant allied supervision. Therefore, if 
they stop goods at one point they can go out another. 

Senator O’Conor. My point is that without adequate allied super- 
vision, if the German customs officials are not well disposed and par- 
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ticularly are not looking for the same things that we are, or ought to, 
that the loopholes are very large. 

Mr. Hansen. Yes, sir. I would like to give an example of the way 
in which one might make a projection as to how well that border is 
controlled. 

I would like to describe somewhat the activities of the Seven Thou- 
sand Seven Hundred and Fifty-first MP Customs Unit, which is the 
only unit which does this type of work on the borders. This unit 
started in March 21, 1949. It was largely at that time built up for the 
purpose of controlling smuggling by allied personnel. 

ere Was a complaint made to General Clay, the High Commis- 
sioner that the Allied forces were responsible for substantial smug- 
gling over the American zone border. He decided to place the MP 
customs on those points. In August 1950 the customs unit took on the 
additional job of attempting to check and stop the flow of restricted 
and strategic materials illegally from Western Germany to the east. 

Since August 1950 the customs unit has stopped and held a total 
of 365 shipments of critical or strategic materials; 47 of these ship- 
ments were in transit and 318 originated in Western Germany. Of 
these, 6 in-transit shipments were disapproved and 52 shipments of 
German origin were disapproved. These shipments were stopped by 
United States soldiers, especially selected for the task. 

I thought they were a very good group of men. However, they are 
not technically trained to make judgments with regard to the stra- 
tegic nature of industrial machinery or commodities. They were 
operating with a list of strategic materials which was written in the 
most highly technical terms. They readily admitted that they did 
not know what most of the items on the list looked like. 

Some of the people in the unit had even gone so far as to buy 
technical dictionaries from their own personal funds in order to better 
understand the listing. The unit does not have a watch list of sus- 
pected firms at this border point. It checks on each shipment with- 
out any special indication of which might be more suspect than the 
other. 

However, in spite of these handicaps the MP customs operation 
stopped and returned such items as a Multiflex galvonometer and 
curve recorder, a vulcanizing press, five 1,000-kilogram lathe chucks. 

Senator O’Conor. Do you have any idea of the value of the vul- 
canizing press? 

Mr. Hansen. It had a value of $65,000. They stopped a pipe- 
drawing machine with a value of $26,000; two automatic beveled- 
gear-wheeled planing machines valued at $20,000; electrical measur- 
Ing apparatus, copper bands, valued at $27,000; seamless pipe for oil- 
well equipment; parts for installation to gas-manufacturing plants; 
and so on. 

In all, the shipments of strategic materials and warlike stores for 
the past months of 1950 and 1951, for which records are available, 
are as follows: November 1950, $671,502; December 1950, $746,908: 
January 1951, $822,248; incomplete figures for February, which were 
in the course of compilation, $217,161. 

These exports for the period reported amounted to about 10,844 
tons. ; 

Senator O’Conor. With that information before you, what infer- 
ences do you draw, or what conclusions do you draw? 
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Mr. Hansen. I draw the following conclusions, sir: First of all, it 
is apparent that the activities of this unit are restricted to an area of 
about less than one-eighth of the entire international border of Ger- 
many. If similar units of the same relative efficiency were employed 
on the remainder of the international border it is estimated that 
perhaps $20,000,000 worth of goods might have been stopped during 
the same period that these MP men were on the border stopping 
shipments. 

Senator O’Conor. Would you say that the other seven-eighths are 
not supervised and patrolled in the same manner ? 

Mr. Hansen. Yes, sir; they are not. The supervision, as I have 
indicated, has been a spot-check supervision by some of the other 
allies, but there is no such detailed supervision as this where they 
actually look into every rail car, every truck, and check things thor- 
oughly all the way through as best they can. 

Senator Wruiams. Is it reasonable to conclude that they might 
be attempting to export the goods through other points than those 
guarded by our troops ? 

Mr. Hansen. That was the statement made to me by the commander 
of the MP customs unit and it is borne out by some of the statistics 
he related. 

He said that the transit trade and the movement of goods across 
those border points has decreased, whereas on the other points of the 
border it has increased. 

Senator Wiiu1aAms. How many men do we have? 

Mr. Hansen. I believe 113, sir, on the various posts. 

Senator Witt1ams. How many miles of border do they cover? 

Mr. Hansen. I think it is about 1,400 kilometers for the entire 
interzonal border and 850 kilometers of the border that they cover, 
the international border. They cover quite a few check points. I have 
another exhibit, if Mr. Kelly would pass it to you, showing the points 
on the border at which they are stationed. 

Senator O’Conor. You were just giving some conclusions that you 
drew from that. 

Mr. Hansen. Yes, sir; if I might go on. 

Senator O’Conor. Continue. 

Mr. Hansen. No checks up to the present time have been made 
on the interzonal border by the MP customs unit. It is only being 
extended there right now. Here I think is the vital point. This unit, 
as handicapped as it may be—because we are using soldiers who do 
not have any very special training or technical ability—have been able 
to turn back this amount of critical goods which was going to the 
east illegally or was in such quantity as not to be considered desirable. 

In many cases those goods were not licensed properly, were licensed 
by the wrong people, by the banks instead of by the central licensing 
agency. There were fraudulent shipments of various types. If that 
type of border control had existed on the entire border, there would 
have been a significant picture of enforcement in Germany, but on 
the other side we have the Germans, who apparently are responsible 
for the entire rest of the border, having not one single case to cite of 
stoppage of that material. 

They have stopped consumer goods, luxury goods, and various other 
minor export violations. 
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There is another point to this: No prosecutions have been carried 
out as a result of these stoppages by the customs unit to date, whether 
they were for improper licensing, incomplete documentation, the at- 
tempted export of atomic- -energy ‘materials or armaments or for any 
other reason. 

Senator O’Conor. Apparently there is no deterrent at all because 
a proposed shipper can go to any point he wishes and attempt to get 
across the border strategic items. If he gets them across, he profits 
by it, because even if he is caught nothing happens to him. 

Mr. Hansen. Yes, sir. The items when stopped are merely re- 
turned to the consignor and no follow-ups are made by allied or 
HICOG authorities to determine if the exports were attempted again 
through other points of exit from Western Germany. That is “the 
judgment that was made during the discussions in Germany. 

The stoppage only concerned shipments being made to eastern- 
country destinations. There is no real check beyond the German cus- 
toms and enforcement checks on shipments going to third countries 
in other areas from which it might be transitted. 

Senator O’Conor. Have you any information, Mr. Hansen, as to 
shipments to China? 

Mr. Hansen. Yes, sir, I do. 

Senator O’Conor. The committee would be very interested in hav- 
ing that information. 

Mr. Hansen. I have made a small compilation of material on that. 
The West German exports to Communist China have shown an alarm- 
ing recent increase. This has been particularly true following the 
beginning of the Korea conflict and the Chinese intervention. 

According to official trade statistics, German trade with Communist 
China during all of 1949 amounted to only $413,000. During 1950, 
West German exports to China rose by more than 2,750 percent. They 
rose to $11,384,000. The relative figures for the four quarters, of 
which this total is made up in 1950, indicate a rate of increase which 
in every way is disturbing. 

For the first quarter of 1950, exports totaled $232,000. The second 
quarter, $891,000. The third quarter, $2,833,000, and this is right 
after the Korean conflict really got going. The last quarter, an in- 
crease of over 600 percent. A total of $7 7,374, 000. 

Senator O’Conor. That adds up to an increase of about 1,700 per- 
cent, 

Mr. Hansen. An increase for the quarter of about 1,700 percent 
over the entire year 1949. But that is only one quarter of the en- 
tire year. The major increases were in chemicals. The total on 
chemicals was $3,843,000; iron and steel, including scrap and metal 
products, $2,077,000. Proportionately extremely high increases 
over previous exports were reflected in machinery, truc Ks, passenger 
cars and electrical products, including electrical machinery, fine 
mechanical and electrical equipment and pharmaceuticals, which in- 
creased from $38,000 to $321,000 in one quarter of 1950 as compared 
to total exports for the entire year of 1949. 

Senator Witttams. When you are speaking of China, you are 
speaking of Communist China ? 

Mr. Hansen. I am speaking of trade to Communist China. Sta- 
tistics for the first 3 months of 1951 show a decrease. 

89016—51—pt. 3 —-4 
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Senator O’Conor. Confining yourself to the 1950 situation, at one 
quarter it has apparently jumped up almost 10 times, from $38,300 
to $321,000. 

Mr. Hansen. Yes, sir. 

Senator O’Conor. Obviously if the controls were put on in this 
country of exports—that is, from the United States to Red China— 
it did not hurt the Communists much, if they could just reach out and 
get the articles from this other area. 

Mr. Hansen. That is right, sir. 

Senator Wiii1aMs. These articles are all being manufactured in 
Germany, or did some come from America to Germany and trans- 
shipped ? 

Mr. Hansen. I would say that almost all of them are manufactured 
in Germany. However, undoubtedly some of them contain materials 
brought from the United States, raw materials. 

Senator O’Conor. Would you have any idea as to whether any of 
the manufacturers or any of the processing plants were financed by 
ECA funds? 

Mr. Hansen. Yes, sir, I do. I might go on to discuss the illegal 
trade with China. That is where I really have some information. 

Senator O’Conor. Illegal trade ? 

Mr. Hansen. Yes, sir. I have only discussed the legal trade. 

Senator Witxrams. The legal trade is what you just spoke of ¢ 

Mr. Hansen. Yes, sir. That is the legal trade as given in the trade 
statistics. Now, as to the illegal trade: 

In the very short time that I had available in Germany I was able 
to get some indication of the type of trade which is being carried 
on between the Chinese Communist Government purchasing organiza- 
tion and West Berlin firms. The major part of the exports in this 
category can be presumed to be illegal and not appearing in West 
German trade statistics. 

Since most of the material on which this information is based is 
necessarily classified, only representative samples, not using the names 
of firms or individuals, can be presented here. 

I have actually seen this material in evidence form and wish to 
present it. 

One transaction between a West Berlin firm and a firm representing 
the Chinese Communist Government called for the shipments of 
goods based upon a letter of credit in Switzerland for $87,000 for 
geodetic instruments, which are highly strategic. In this case the 
shipment was to be stored in the free port of Hamburg and shipped 
on order of the import country to either Bombay or Calcutta, Tndia, 
for further transshipment to Tientsin, China. 

Senator O’Conor. That is in Red China? 

Mr. Hansen, Yes, sir. During the course of the negotiation it was 
necessary to cancel the arrangement with regard to a Swiss francs 
letter of credit. Instead letter of credit was issued in pounds sterling. 
The reason for this is that the United States has put a freeze on 
dollars, and the Swiss Government is not happy about Swiss francs 
being used for such trade. Therefore, they are now using pounds 
sterling. 

Another case presently under review in Berlin involved the pur- 
chase of a complete power station, including rotors, turbines, and so 
on, for a power plant in Manchuria. This power station is to be 
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shipped in parts over a period of at least 10 to 12 months, routed via 
Tangier, North Africa, and through at least three other firms. 

In another case I saw evidence pointing to this movement : a quarter- 
million dollars worth of motors and spare parts for rolling mills, 
financed through a New York bank in this case, using a German 
export permit which had previously been granted for shipment to 
another country. 

Another case involved mercury contacts to be sent to the Northeast 
Power Administration in Mukden, Manchuria. These items are ap- 
parently needed very urgently and were to be expedited by transfer 
of the merchandise through the East German Trade Delegation for 
West marks. 

At the time of my visit in Germany, I got from very good sources 
information to the effect that a commission of the Chinese Commu- 
nist Ministry for Industry is in Eastern Germany, having arrived by 
way of Moscow. It is now carrying on negotiations through the China 
Export Corp. on Leipzigerstrasse in east Berlin, and many west 
Berlin and West German industrialists are attending conferences 
concerning new orders and deliveries and specifications for goods. 

Senator O’Conor. Will you suspend for just a minute? These 
several cases that you referred to in connection with the motors and 
spare parts for rolling mills and a complete power station and mercury 
contacts and other strategic items, just at what time were those ship- 
ments to be made or being made? 

Mr. Hansen. Those shipments are being made right now. The 
material which I saw indicated that the latest contacts were in the 
months of January and February, and in some cases, as I note one 
of them here, they were just placing the order, because it will take 
10 or 12 months to manufacture it; on this power station for Man- 
churia, for example. 

Senator O’Conor. You stated that a mission of representatives from 
Communist China were, as you described, dealing through the China 
Export Corporation. 

Mr. Hansen. Yes, sir. 

Senator O’Conor. They were in Berlin at or about the time that 
you were there? 

Mr. Hansen. That is the time they were scheduled to be there. And 
I understood that they had arrived. 

Senator O’Conor. Did you find any evidence of notices or publica- 
tions, any public notices or markings of a public nature that did come 
into your possession in any way, indicating any warnings against 
the shipments ? 

Mr. Hansen. Yes, sir. The latest instructions which were sent 
by one of the major dealers involved in these transactions in Commu- 
nist China was as follows: 

He stated that— 

It is possible to ship goods by all steamers to Chinese ports or to Hong Kong. 
They must not, however, touch American, Canadian, Philippine or Japanese 
ports before arrival. 

Senator Wiu1ams. Why was that? 

Mr. Hansen. The reason for that is because of our embargo and 
the fact that these other countries, of course, are cooperating in that, 
and they allow no transit of goods to Communist China to go through 
those ports. 
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Senator Witu1ams. But not hindering the shipments? 

Mr. Hansen. Presumably the American, Canadian, Philippine and 
Japanese ports would hinder them, particularly after the hearings of 
last year 

Senator Witi1AMs. I mean they were managing to get around that? 

Mr. Hansen. Yes, sir. The instructions were not to stop at any of 
those ports because there would be a good chance of hindrance. 

Senator O’Conor. It was almost an open invitation to ship them, 
but with one proviso, that they did not touch any of these ports. 

Mr. Hansen. That is right, sir. They said, “You can use a ship of 
any registry, as long as you don’t get into any of these ports.” 

Senator Witntams. Was any of that being shipped on American 
ships? 

Mr. Hansen. The shipping instructions that I saw did not reveal 
the ships, although there was a case appeared in the press, where it was 
a German registered cargo ship. 

Senator Wrx1aMs. Was much of an effort being made by the Ameri- 
can authorities to stop these shipments? 

Mr. Hansen. As to that I will repeat something that I said before: 
‘To my knowledge there has been only one prosecution carried through 
by the American authorities in Germany for illegal shipments or vio- 
lation of the export control laws. This information upon which I base 
this report is now in the hands of the American authorities there, and 
since it does involve firms that are receiving ECA aid, and the sub- 
committee files contain the material, we are going to check up very 
carefully to see that they do take action to investigate and if possible 
prosecute these firms. 

Senator O’Conor. Mr. Hansen 

Senator McManon. Mr. Chairman? 

Senator O’Conor. Senator McMahon. 

Senator McManon. Will you and Senator Williams indulge me for 
just a brief comment on this matter and for the introduction of some 
material into the record so that I may return to the hearings down- 
stairs ? 

Senator O’Conor. Yes, I realize that you are engaged in the hear- 
ings on Armed Services and Foreign Relations. 

Senator McManon. I am tremendously interested in this whole sub- 
ject. I was particularly interested to see what happened in Japanese 
trade, occupied Japanese trade with Communist China. Has this 
witness made any investigation of that? 

Mr. Hansen. No, sir. 

Senator McManon, This is a very interesting exhibit of Japanese 
imports from Communist China from January 1950 to February 1951. 
There were all kinds of things going in 1950 from Japan to China. 
Then in 1951 there is a good deal of material that went to Hong Kong, 
Japanese exports to Hong Kong. Of course, everybody I guess is 
aware of the fact that Hong Kong has simply been a sifting place. Out 
of Japan during 1951 there went rayon, cottons, other textiles, fish, 
fruits, vegetables, cement, clay products, 1 iron and steel products, brass 
and bronze products, textile machinery, wood and paper products, 
chemical fertilizer, pigments, paints and varnishes, other cheese 
and other materials. 

During February 1951, for instance. Just how extensive this has 
been, I can’t say as to volume. but it is all listed here as exports ap- 
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proved in January and February 1951. It looks to me as though in 
anuary 1951, $10,309,000 worth of merchandise went to Hong Kong, 
and in Febr uary, $4,925,000. 

After the outbreak of the war in Korea, all goods of critical and 
strategic nature were prohibited, that is, to Communist China, and 
the embargo was expanded to include such items as automobile parts 
and milled steel parts? Consumer goods and nonstrategic materials 
— to flow. After the Chinese Communists entered the war, 
the Japanese Government in December—under a licensing system pro- 
vided by our occupation authorities, General MacArthur in com- 
mand—further expanded the controls, but certain items such as tex- 
tiles and agricultural products, fishery products, and bicycles—of 
course they ride on bicycles, 1 suppose that is a weapon of war over 
there—and sundry goods continued to be shipped. 

Japan continued to receive smaller quantities of the basic items of 
soy beans, rice, peanuts, coal, iron ore, bristles, hides, skins, and sim- 
ilar items. Exports to non-Communist China as a result of these con- 
trols showed a marked decrease. However, a certain amount of tex- 
tiles and machinery and parts continued to be shipped to both Hong 
Kong and China. This information was obtained from reports made 
by the economic and scientific section of General MacArthur’s head- 
quarters. 

[ just thought that if you are going to have the Far Eastern situa- 
tion examined into, that we ought to have a complete picture and have 
Japan in the picture. 

— O’Conor. Senator, might I ask if there might be available 
now or later the compilation to which you referred ? 

Senator McManon. Yes; I will leave it. 

Senator O’Conor. Very well. 

(The matter referred to is as follows: ) 

TABLE 1.—Japanese imports from Communist China, January 1950-February 
1951 


{In U. S. 1,000 dollars, c. i. f.] 














| | 
| July- | October-| ., | a 
Commodity ee) Septem- | Decem- | — January February 
une | ber 1950 | ber 1950 950 | 1951 | 1951 ! 
} | | 
—$—$—$ $$ $$ —— ——|——— |-—_—_—— i — Giniata Ait 
Soya beans ; : 7, 867 | 4,718 | 925 | 13,510 0 | 570 
Rice (polished) npeenine ; (2) | 1, 790 | 647 2, 437 | 42 | 207 
Peanuts 2,204] 1,155 | 0 3, 359 | 27 | 793 
Heavy coking coal... 1, 308 | 2, 667 | 1, 944 | 5,919 | 213 | 22 
Bituminous coal._.....--.---- . shite is = adil So a 0 0 
Crude salt__- sc aiiaiacatat ; ‘i 43 163 | 475 681 0 | 0 
Iron ore = 1, 927 420 | 365 2,712 | 78 | 115 
Ramie ; j 1, 579 917 | 758 3, 254 | 85 51 
Cotton twine and thread... (2 (2) | (2) 673 0} 0 
Bristles ; ; ; 123 138 212 473 154 | 112 
Cashmere goat wool | (? 117 | 112 229 | 0 | 9 
Other fibers and textiles : ¢ 17 | 511 528 | 16 | 0 
Oil seeds... ...-.- eS 452 390 330 1, 182 | 77 198 
Oil cake ‘ 633 0 168 801 0 | 0 
Hides and skins asi 184 437 653 1, 274 R2 293 
Bone dust. . 312 0 0 312 0 0 
Tung oil ‘ ia 510 156 248 Q14 0 0 
Otmers....... , ; ; | 673 546 | 738 1, 284 250 451 
I hs. tite cian eens aaet | 17,825 13, 631 8,086 | 39.542 1,024 2 921 


! Preliminary. 
2 Not separated. 


Source: Economic and Scientific Section, SCAP. 
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TABLE 2.—_Japanese enports to Communist China, January 1950—February 1951 
{In US 1,000 dollars, f. 0. b.] 





i 


July- | October- 





























7 January-| « 2 cnc Total | January | February 

Commodity June 1950] Feptem- | Decem- | 1950 1951 1951 4 
soni —| Fiscal a 
Galvanized steel sheets See 2 Sa 909 4, 210 0 0 
Other steel plates and sheets (uncoated) -_| | ere 3, 679 0 0 
Steel bars, shapes, laggings, and wires___- 2 997 | 3. 746 | 2, 295 3, 897 0 0 
Steel pipes and tubes. _......-.........-- ere NTT andes 1,790 0 0 
Other iron and steel mill products - -__.-.-_- | 4, 527 696 0 0 
Other metals = metal products. - - -- oer | 285 487 0 0 
Electrical machinery and communica- 

SS crcniarninwinanc tie amaie | 547 338 962 f = - | 3 oar 
Transportation and equipment.--_-.......- mT | . | 7) sai) 2] 
Other machinery and parts. -_..._- inne | S a | 8 
Chemicals and products_--.......-..--- (*) 224 | 374 | 598 0 0 
CI se ciate: 00 wan os ceiaeeeeehe ; (4 (4) 160 | 160 179 | 111 
AEE nis nbn er dusmpacicahaumenal (#) (4) 402 402 | 65 155 
FOR ONIONS So. ies c cece dk } & 7 245 245 0 | 10 
Gunny bags... -.-.-.-------- Retinal acpacipene sj eee 238 | 0 | 238 0 | 0 
GUE sladiaqeensrcdctprehsbeededevecseaty 379 | 292 | 222 893 | 49 | 33 

5 7 “a ee " : 
i cniitessticcorntpcicasalenieotel | 3923) 5,338) 10,381 | 19, 642 371 | 810 
! t ' ' ' 


1 Preliminary. 

2 Bicycles and tricycles. 
3 Sewing machines. 

4 Not separated. 


Source: Economic and Scientific Section, SCAP. 


TABLE 3.—Japanese imports from Hong Kong, January 1950-February 1951 
{In US 1,000 dollars, c. i. f.] 











| | | | | 
| July- | October-| | hei . 
Commodity |r Septem- | Decem- | — sonanty | February 
|74ne1950) ber 1950 | ber 1950 | 1950 | 1951 | 1951 
ST emia — mous cniicsibnesepenenheneheaetetgcasn 
Wool fabric ee ina (2) | (2) | 135 135 0 | 0 
Silk cocoon (waste)... : (2) (?) | 29 29 0 | 1 
Used gunny bags- -- pate | (2) } (2) 14 14 | 0 | 0 
Retin BOOT LL. aateiocce lh. cescas | 12 | 0 | 0 | 12 | 0 | 30 
Iron ore 0 89 | 34 | 123 | 88 | 0 
Scrap iron and steel for smelting. -_- | (2) | (2) | 46 | 46 | 17 | 9 
Hides and skins__- a 17 | 0 48 | 65 | 8 | 7 
Bristles nae 13 | 0 10 | 23 | 0 | 0 
Peanuts ee Aiea cies sews cats 0 0 | 0} 0 | 39 | 89 
EE NINERS as ntetemsokuseee caned 0 0 | 0 | 0 | 73 | 42 
QUEL, s ctearcbchaneancesinss corn 23 32 | 55 110 | 28 | 46 
DD iene cut svtinmwiissnednvaponws 65 121 | 371 | 557 | 253 | 224 
i | | 








1 Preliminary. 
2 Not separated. 


Source: Economic and Scientific Section, SCAP-. 
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TABLE 4.—Japanese exports to Hong Kong, January 1950-February 1591 


{In U. S. 1,000 dollars f.o0.b.] 





a 
| July- | October-| , 
: ood so ae | Total | January | February 
Commodity -16n)| Septem- | Decem- | : =" ane 
‘ame 1960 | ber 1950 | ber 1950 | 1950 1951 1951 ! 





_— - — dhemenemmee 


AOR CNG sn ce ncn ce mgr ecuwaweesn] 1, 454 3, 888 6,729} 12,071 2, 931 1, 452 
RII hs a doe aa cpatomnsadewed | 1, 912 1,717 | 3, 090 6,719 2, 296 774 
Other textiles i ale aia aatlnt ee 1, 161 899 2, 367 | 4, 427 621 343 
Fish and shellfish cea ; coal 742 | 1, 150 2, 287 4,179 1, 326 314 
Fruits and vegetables ae de | 863 | 648 | 627 2, 138 | 194 50 
Condiments and spices. ----_-- Seer 9 461 | 454 592 1, 537 169 73 
Cement ; 857 | 322 | 719 1, 898 117 179 
Clay products and pottery 291 155 184 630 117 85 
Iron and steel mill products... 202 807 3, 752 4,761 56 267 
Iron and steel manufactures | { 173 410) 48 0 
Brass and bronze products canal 747 | 442 23 437 29 19 
Other metals and metal products. . __- { | | 244 652 142 | 27 
Textile machinery E \ "08 519 f 783 1, 533 348 | 129 
Other machinery - . - -- j — cai | 328 802 112 228 
Wood and paper products (2 2) 2 2, 300 685 483 
Chemical fertilizers. . As ‘ | (?) 2) 2 1,311 | 0 | 0 
Pigments, paints, and varnishes---__- (2) | (2) (2) 961 143 61 
Other chemicals, .._....__- Q@ (2 (2 1, 631 130 | 55 
Stationery supplies____- 2) (2 (2 1, 080 201 | (2) 
Others_. oa , 61 2, 221 7, 221 3, 720 O44 356 
Tote: . cast S a ae eee eS 29, 119 53, 327 10, 309 4, 925 








1 Preliminary. 
2 Not separated, 


Source: Economic and Scientific Section, SCAP. 


Senator Witt1aMs. This is a great contribution the Senator made. 
At this point I think it would be well for us to put into the record 
the shipments of cotton out of this country, and especially to China, 
since the outbreak of the war, with particular reference to those five 
shipments of cotton shipped by the Commodity Credit Corporation. 

Senator O'Connor. Senator Williams, I recall distinctly that in 
the Senate you gave that detailed information in the fall of last year, 

Senator Wituiams. Yes. I think it should be incorporated. The 
American people should know all the shipments that come from this 
Government. 

(The matter referred to is as follows: 
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Senator O’Conor. Senator McMahon, realizing that you cannot 
stay, we will put this in the record, and later on follow up as you 
described. 

Mr. Hansen, will you now continue and take up at the point where 
you were testifying as to the shipments to Red China from plants 
which had been financed with ECA assistance ? 

Mr. Hansen. Yes, sir. Most of the material which I have on these 
plants is of a classified nature. The material was newly received in 
West Berlin. They are West Berlin firms that are concerned. The 
material is in the hands of responsible officials in HICOG. It 
the intention that, giving them a reasonable amount of time to do 
something about it, we would get a report on what has occurred and 
whether these firms have had any action taken against them under 
117 (d) or under the Cannon amendment with regard to their trade, 
which is presumed to be illegal. 

Senator O’Conor. Mr. Hansen, we do not want to do anything 
which would, of course, interfere with any possible prosecution. 
There has been all too little in the past, apparently. If there is any, 
we don’t want to put any road blocks in the way. So please avoid 
anything that you think might interfere with such prosecution. 

Mr. Hansen. May I point out something of a public nature? 

Senator O’Conor. Yes. 

Mr. Hansen. Unfortunately, there is only one United States official 
in West Berlin who is charged with this problem, and he does not 
even have an American secretary with which to do his work. He has 
only been able to do five end-use investigations in West Berlin the 
entire last year. So I do not have too great hopes of what he alone 
can do in these cases. 

Senator O’Conor. Without divulging any classified information, 
which, however, we would like to have avail: able to the committee in 
executive session, are you are able to give any other detail as to the 
kind of shipments that have been going forward, such as you nar- 
rated before in regard to these several cases ? 

Mr. Hansen. | believe that these are the major ones that I can 
cite right now. TIT will say that since I observed. most of them in 
West Berlin, and West Berlin has a large electrical industry for the 
most part, that a great many of these cases involve power plants 
and items of electrical equipment. 

Senator O’Conor. Did you actually see any ships loaded, bound 
for China? 

Mr. Hansen. When I was investigating the free port of Hamburg, 
I did not actually see the loading of the ship, but at the time I was 
there there were efforts being made to determine the manifests of the 
vessels, and so on. They also were checking upon the Mai Rickmers 
problem. I have been waiting for more material from Hamburg as to 
what the manifests of several vessels we observed there were. I will 
present those to the committee when they arrive. 

Senator O’Conor. Would you proceed from that point ? 

Mr. Hansen. That is about all that I have, sir, on the German trade 
with Red China at the present time. 

Senator O’Conor. You mentioned previously as to possible forgeries 
of licenses of fraudulent shipments or split shipments. 

Mr. Hansen. Yes, sir. 
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Senator O’Conor. You gave us a pretty clear indication of how 
readily that might be done. Have you any further information re- 
garding it? 

Mr. Hansen. I have only several comments, sir, to make on that 
problem. With the present type of supervision and with the great 
possibility that such things can be done under the present enforcement 
and licensing system in Western Germany, there have not been any 
real efforts to determine how much of this may be happening. The 
only knowledge that officials in Germany possess of this type of trade 
are the few isolated cases that in many cases almost always appear by 
accident. There has been no substantial check or spot check over a 
given time period of the interzonal or international border except by 
the MP Customs unit to determine how often these violations may be 
occurring. That is the point at which I believe West German and 
western security interests are left in default, because if there is the 
definite hypothetical and technical possibility for such evasions, it 
would be in the greatest interest of those officials to determine how 
much on any representative scale they could find, how much of that 
does occur. Such efforts have not been made. 

Senator O’Conor. Realizing the great volume of traffic, as you have 
just outlined, and with the ver > apparent laxity in enforcement and 
the inefficiency of those who are charged with that responsibility, cer- 
tainly it would seem more than possible that such violations have been 
occurring, wouldn’t you say ¢ 

Mr. Hansen. Yes, sir; it would. 

Senator O’Conor. Mr. Hansen, I would like to invite your attention 
to one other phase of the matter which we might run under the heading 
of activities of licensing agencies in Germany. Would you give us 
some information on that? 

Mr. Hansen. I explained earlier the system by which restricted 
items are licensed in Germany. That consists of a license or an export 
approval being issued by the centralizing agency on the basis of the 
Warenanzeiger, or the Positive List of Gen many. The following is the 
record of German authorities on this, and the record of prior allied 
conduct of the licensing operation in Germany: a grand total of 2,046 
applications for export of restricted items were received during the 
period January 1, 1950, to May 9, 1950. These included exports of 
restricted items to some western countries as well as applications for 
shipment to the eastern bloc. Of the total 1,662, for a value of $23,- 
206,000 were approved, and 384, for a total of $10,991,000 were disap- 
proved. 

Included in the foregoing were 1,482 applications for export of 
items on the restricted list to the eastern bloc countries which were 
received by the Allied High Commission. Of these a total of $16,266,- 
000 were approved, and 352 applications for a total of $10,849,000 were 
disapproved. 

The figures I have just given you are for the period prior to May 9 
1950, when licensing was ‘turned over to the German authorities. 

In contrast, for an equal period immediately following May 10, 
1950, there were a total of 5,994 applications for licenses for ship- 
ments to eastern countries and to some western countries where trans- 
shipment appeared likely. Of these a total of 5,700 or $41,500,000, 
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were approved, and 294 for approximately $8,289,000 were 
disapproved. 

To the eastern bloc alone an approval of total licenses of 1,973 were 
submitted for a total value of $28,870,000, and of this, 242 licenses, 
for an amount of $7,873,000 were disapproved. 

As can be seen from these figures, immediately after the relaxation 
of the allied controls in West Germany on May 10, 1950, exports of 
the strategic materials began mounting at an alarming rate. Ap- 
provals by the Allied High Commission for April and May were at 
an annual rate of about $7 million. Under German control, July and 
August approvals increased to a $72 million annual rate. Further- 
more, in the first 21 days after the export control authority was 
handed over to the German authorities, more ball bearings and rubber 
compounds were licensed for shipment to Eastern Europe than in the 
entire previous 5 months when the contro] was in allied hands. 

According to figures of the German Government, the shipments of 
ball bearings and roller bearings to five satellite countries in June 
1950 increased 10-fold over the May exports from Western Germany. 
June shipments were valued at $101,000, as compared with $9,000 
in May. The bulk of the June shipments went to Hungary, which 
received $94,000 worth of West German ball and roller bearings, and 
according to official reports, Hungary had not received any ball bear- 
ings at all during the previous 12 months. 

Senator O’Conor. Mr. Hansen, we will suspend at this juncture 
of your report, although we of course realize that you will be avail- 
able to the committee further. We will have another witness on right 
now. Before you do leave the stand, I think it is only in order to 
compliment you very highly not only on the intelligent manner in 
which you have performed a very important assignment but on your 
initiative and the very splendid way in which you did perform your 
service. I think this has been a very valuable patriotic service that 
you have performed, and it has been done on a very high plane and 
in a very satisfactory and commendable manner. 

Mr. Hansen. Thank you very much. 

Senator O’Conor. Mr. Golding? 

In the presence of almighty God do you swear that the testimony 
that you shall give will be the truth, the whole truth, and nothing but 
the truth, so help you God ? 

Mr. Gotprne. I do. 


TESTIMONY OF ROBERT N. GOLDING, ASSISTANT TO THE ECA 
ADMINISTRATOR FOR EAST-WEST TRADE AFFAIRS, ECONOMIC 
COOPERATION ADMINISTRATION 


Senator O’Conor. Mr. Golding, your full name please? 

Mr. Gorptne. Robert N. Golding. 

Senator O’Conor. And your position is—— 

Mr. Gox.prne. Special Assistant for East-West Trade Affairs in 
ECA. 

Senator O’Conor. Mr. Golding, you have been very cooperative with 
our subcommittee, I should note at the outset, for which we are very 
grateful. Not only have you been available to the committee at all 
times, but you have been most considerate and generous in giving us 
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the benefit of your knowledge in the past, and of anything that you 
have obtained for us. I wish publicly to express our thanks. 

Mr. Kelly would like to ask you some questions. 

Mr. Kerry. Mr. Golding, in your present position you are familiar 
with east-west trade conditions in Western Germany / 

Mr. Gotpina. Quite generally, yes. 

Mr. Ketxiy. You have been familiar with those conditions for some 
time past, have you? 

Mr. Gotprna. Since the spring of 1949. 

Mr. Ketxy. In what fashion did you become familiar with them at 
that time? 

Mr. Goupine. At that time I was General Counsel for the Joint 
Committee on Foreign Economic Cooperation. I went to Europe to 
examine into this east-west trade business. 

Mr. Ketiy. Pardon me, Mr. Golding. That is the committee that 
is frequently called the “Congressional Watchdog Committee”? 

Mr. Goxpine. Yes, sir. I wrote a report for that committee which 
has since been made public. 

Mr. Ketxiy. That is the report, I believe, that appears in the Con- 
gressional Record for June 14, 1950, beginning at page 8695? 

Mr. Gotprna. I assume that is right; yes, sir. 

Mr. Keiiy. In that report you spoke of conditions in east-west trade 
in Western Europe! 

Mr. Goxpine. Yes. 

Mr. Kextty. Including Western Germany at that time? 

Mr. Gotprnc. Principally I guess Western Germany. 

Mr. Keiiy. You spoke there of transit trade? 

Mr. Gotprna. Yes. 

Mr. Ketxy. In what respect was transit trade then, and is transit 
trade now, a loophole for critical or stretegic materials to the East ? 

Mr. Goxptnea. It has been one of the principal loopholes, but I am 
happy to say that situation has cemurad greatly in the last 2 weeks. 

Mr. Ketxy. That is since there has been strong expression of con- 
gressional interest probably ? 

Mr. Gotpine. That is quite customary, Mr. Kelly. 

Mr. Kexry. In your report at that time, Mr. Golding, I believe 
that you gave an estimate of $200,000,000 in goods that had been 
smuggled out of Bizone—that is Western Germany—in 1948. 

Mr. Gotprine. That wasn’t my estimate. That was the estimate of 
the high commissioners in their public report. 

Senator O’Conor. General Clay ? 

Mr. Gotprina. General Clay and his British counterpart. 

Mr. Keury. In speaking of smuggling there, did they mean covert 
smuggling ? 

Mr. Gotprna. Yes. 

Mr. Ketty. Or illegal trade channels? 

Mr. Goupinc. They meant the kind of illegal trade which is de- 
scribed as smuggling. 

Mr. Ketry. That is, goods which were taken across at a blind point 
without passing, with forged documents or otherwise, a check point? 

Mr. Gotprne. That is right. 

Mr. Keiiy. Mr. Golding, you have heard Mr. Hansen’s testimony 
here as to present conditions in Western Germany. Are they, from 
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this testimony, any substantial improvement over conditions as you 
found them at the time of your trip 2 years ago! 

Mr. Gotprne. I would not say so. 

Mr. Ketiy. Would you say that from his testimony they appear to 
be about the same as you saw conditions there at that time ? 

Mr. Gorpine. Just about. 

Mr. Keity. Have you any points at which you would like to indi- 

‘ate that there has been any improvement up to the time of Mr. 
Hansen’s inspection ? 

Mr. Gotprne. I would not say that there have been any improve- 
ments up to the time that he began his investigation. Subsequently 
I think there have been some things done which may improve the. 
situation considerably. At least I hope so. 

Mr. Ketxy. In other words, it would be fair to say that while you 
pointed out these evil conditions about 2 years ago, the Office of the 
High Commissioner has remained inactive in any corrective fashion ; 
that no corrections have been made as to the conditions that you pointed 
out at that time ? 

Mr. Gotptna. I think the facts speak for themselves, Mr. Kelly. I 
would rather not testify as to conclusions. 

Senator O’Conor. Mr. Golding, it does seem very strange, to speak 
very moderately, that with such an intelligent report as you made and 
such a clear-cut one, directing attention to the glaring loopholes such 
as you did, and which you have repeated this morning, that even 
though 2 years have el: apsed since that report was made and just as 
counsel has indicated, put in the Congressional Record, that apparently 
nothing was done about it until the last 2 weeks. 

Mr. Goxtprnc. I think the Senator has not given sufficient weight to 
what one might call the functioning of the human mind, particularly 
when—and I am talking now about the vice of all big organizations, 
not merely Government; the same thing happens in business—where 
you get a highly compartmentalized operation, and certain people 
operate ander a directive which is contained in a piece of paper. That 
is what they do, and that is all they do. Unless there is some system 
set up where there is an interchange of ideas and contacts, at the work- 
ing level, and then at the next higher level, things can go on for 
years. The fellow down the hall has not. the slightest idea what the 
man in this room is doing, or why he is doing it. 

Senator O’Conor. Apparently, Mr. Golding, they did not know 
that a war was going on, judging by their failure to improve things. 
Would not that be true? 

Mr. Goxtptne. That again gets back to the piece of paper. If he 
is given a piece of paper you can have 18 wars breaking out, and 
unless somebody gives him a different piece of paper he is going to con- 
tinue to do what is on that piece of paper. 

Senator Witt1aMs. Whether he is getting pay or anything else? 

Mr. Gortptne. That is sort of automatic, sir. 

Senator O’Conor. Mr. Golding, you did direct attention, though, 
to specific loopholes through which strategic materials were going 
behind the iron curtain—that is correct, is it not? 

Mr. Gorprnc. That is right. 

Senator O’Conor. Certainly they were very clear and possible of 
adoption, the recommendations that you made. Has any explanation 
been given as to why they were not? 
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Mr. Gortptnc. None that I know of, except that a lot of people here 
in Washington have been under a misapprehension as to the true state 
of affairs in Germany because of reports which they get back from 
Germany 

Senator O’Conor. Will you elaborate on that somewhat ? 

Mr. Gortpinc. Let me tell you about one experience that I had when 
I was over there the last time. I happened to be in the office of the 
division or branch which works with the German customs. That is 
in a different chain of command from the east-west trade people. 

While I was sitting there some German check point called up. They 
had stopped a truck which had an export license for 100 units of some 
item—I have forgotten the item. The truck had 350 units on, instead 
of just 100. Of course the cargo was seized by the German customs. 

Instead of that information going over to the east-west trade 
people it just stayed right there in the customs office. That is due to 
this compartmentalization of activity. It was his job to catch that. 
He did that. But what happened next was somebody else’s job. 

Senator O’Conor. Mr. Golding, has there been no attempt made by 
the highest of the authorities to either coordinate the activities, or 
by some inspection periodically to see whether things were going on 
which Mr. Hansen, just on the stand preceding you, found on a tour 
of inspection of a few days. In other words, it was not very difficult. 
He did a very splendid job. Anybody could have done it, not as well 
as he did it, but things were done flagrantly, apparently. 

Mr. Gotprnc. That is quite right, Senator. You get into a question 
of personnel for one thing. It takes quite a few people to cover what 
really is a world-wide situation in this east-west trade. Mostly the 

various agencies don’t have that number of people. The second thing 
is that unfortunately a great many superv isors stay in their office. 

I commented upon that in my report. They stay in their offices,and 
they receive reports from their subordinates, instead of getting out 
themselves and seeing what is going on, who is doing what. 

Senator Wiiti1ams. Do you suppose they are intentionally blind? 

Mr. Gotprnc. No; I do not think it is intentional blindness, Senator. 
Of course you have to realize this: We might just as well be realists 
about this thing. East-west trade is not what you might call a 
pleasant activity. It is much nicer to have a lot of money which you 
give out to people. In this the flow runs the other way. You are 
supposed to be telling them “don’t do this.” I don’t know why it is 
that the German situation, so far as the American administration of 
it, has been so bad, except as it can be attributed to this compart- 
mentalized activity. 

Senator O’Conor. Mr. Golding, another very great problem pre- 
sents itself. Not only has it been serious in that great quantities of 
strategic materials have gone behind the iron curtain just over this 
time, even since the fighting in Korea started; that is correct, isn’t it? 

Mr. Gotprne. Yes. 

Senator O’Conor. Of course on strategic materials, just as Mr. 
Hansen indicated, mine items went into Czechoslovakia and elsewhere, 
in which areas uranium mining might have been assisted by it. But 
here is the situation with more authori ity given to the German officials. 

Is it necessary for us to base action on the experience of the past? 
That has been quite ungatisfactory, don’t you think so ? 
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Mr. Gotprna. It has been very unsatisfactory. It is not a good thing 
to bring up interagency differences, but the thing is out in public. 
I would just like the committee to know that when I changed over to 
ECA I did not change the ideas which are represented in my report. 
We have been trying to get things straightened out as best we can. 

But after all, and particularly in Germany, ECA does not have 
all of the power which is necessary for that kind of a job. 

Senator O’Conor. According to Mr. Hansen, ECA funds appar- 
ently were used in furtherance of the activities of these plants in 
Germany which only now are filling orders for China. 

Here is a mission of Communist China representatives in Germany, 
as of the time Mr. Hansen was there recently, and apparently they are 
well aware of the fact that that is a fine source from which to get much 
needed supplies in China. 

Mr. Gotprne. It is true, Senator, of all the countries of Europe, not 
merely Germany, that ECA money has been used to build up the in- 
dustrial potential of the various countries, including Germany. 

That is the primary function of ECA. The control of the exports 
of those factories is not part of the duty of ECA. Anything we do 
in that field—and we have operated in that field to a considerable 
extent—anything we do is plain usurpation. 

Senator Wim.1aMs. You could control it by stopping the aid to those 
countries if they did not control it, could you not? 

Mr. Gotpine. Yes, we could do that, but that gets into a much larger 
problem, Senator, involving this, for instance: If we went to these 
countries with any sort of a list or a program and said, “You adopt 
this or we will cut off aid”; if they said, “Of course, sure we will adopt 
this; where is the contract, we will sign it,” we would have a beautiful 
piece of paper. 

But what would we get in the way of enforcement? Remember ECA, 
for instance, has 57 men over there to check on the business activity 
of a whole continent. It just cannot be done that way. And it had to 
be done by bringing these people to see that their interests were the 
same as ours, and having these countries do their own enforcing. 

I will say that so far as the embargo list of the various countries— 
and of course by now it is a matter of public knowledge and there ought 
not to be any astonishment at the fact; this sort of thing has been going 
on for 5,000 years between friendly countries. 

As Prime Minister Attlee said in Parliament, these discussions are 
going on between the countries all the time and the lists are being 
built up and changed. So far as the activities of these other countries 
go, except for the transit trade, their enforcement I believe has been 
good, subject of course to the same thing that we get with our own 
American businessmen, that there are some people who will try to 
evade controls. 

Mr. Ketty. In that you are speaking of countries other than West- 
ern Germany, are you not? 

Mr. Goupine. Yes, sir. 

Mr. Keity. The enforcement is not good there? 

Mr. Goutprne. Yes; the enforcement in Germany is not good. What 
Mr. Hansen found there nobody can dispute. That situation has ex- 
isted for a considerable period of time. 
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Senator Witit1aMs. Has ECA at any time ever withheld any funds 
from any country, o: withheld funds from any corporation in that 
country on the basis that they were not cooperating / 

Mr. Go.tpine. We have threatened to, Senator. 

Senator WituiaMs. You have just threatened ? 

Mr. Goxpine. It turned out that we did not have to do it. 

Senator Witiiams. Are conditions today better or worse than they 
were 2 years ago / 

Mr. Gotping. You mean in Europe generally ? 

Senator Wituiams. In Europe generally. 

Mr. Gotpine. Excluding Germany ? 

Senator WitniaMs. Excluding or including. 

Mr. Goupine. Excluding Germany, yes, there has been a tremendous. 
improvement. 

Senator Witiiams. Why would it not be easier to control Germany 
than the rest of the countries ¢ 

Mr. Gotpine. That is a question that I have often wondered about 
myself. 

Senator Wiitiams. Who won this last war / 

Mr. Gotpine. I think maybe that is in doubt at the present moment. 
But I thought we did. I don’t see why we should not have handled 
this German situation under the Army, and we did not. 

Senator WituiaMs. We are being told that we can’t control exports 
out of Germany as well as we can out of the other countries. 

Mr. Gotprnc. That conclusion just can’t be supported. We can con- 
trol them out of Germany. I think that things may be a great deal 
better in Germany after this thing gets out in the open. The trouble 
is with this whole situation there has been a great deal of unnecessary 
secrecy. 

Senator O’Conor. Mr. Golding, I think you are entirely correct 
in that, and it has been astounding as to why there would be. That 
is one thing that I have never understood. I am really very grati- 
fied to hear you express yourself that way because it has seemed to 
me inexplicable as to why there has been so much hush hush about a 
thing that is of such great importance to our own security and which 
seems to be corrected only when there are exposures. 

Yet there apparently has been a determined effort to hide the facts, 
to conceal from the American people the real information, and to that 
extent actually to fool the American people into believing that an 
improved situation was coming about when actually it seems to be 
as bad today as it was in the past. 

Mr. Goxprne. It is in Germany. 

Senator O’Conor. That is what I am talking about. I am talking 
about Germany. 

Mr. Gouping. It isin Germany. And I think that if there had been 
more publicity we would have gotten further in Germany. In this 
whole East-West situation, outside of current negotiations between 
Russia or her satellites and one of the Western European nations, I 
only know of one fact which cannot be publicly stated, and the Sen- 
ator is aware of that fact because I have told him. 

Senator O’Conor. But all else could have been disclosed. You 
have been very frank and very straightforward and aboveboard about 
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everything, and have brought out the facts. But I cannot under- 
stand why there has been such a determined effort for secrecy in the 
whole matter which unfortunately has hampered the orderly improve- 
ment of a situation which certainly has demanded and needs improve- 
ment. Is that correct? 

Mr. Gotprne. I think possibly one reason for it is our underestima- 
tion of the intelligence of the Russians. If we get trade statistics 
and from the trade statistics arrive at an opinion of the trade of a 
country, they get the same trade statistics and it doesn’t take much 
intelligence for them to guess what our opinion is, because it would 
be theirs, too. 

Senator O’Conor. Very true. In that connection is it not true that 
Russia has gotten a great deal of the information, even including 
the so-called secret list, which have been withheld from the American 
people and others? 

Russia certainly has gotten it because they were published in 
Rumania and elsewhere, were they not ? 

Mr. Gotpine. Certainly. But we, of course, get an amazing amount 
of information from the Russians, too. 

Senator O’Conor. Mr. Kelly ? 

Mr. Ketiy. Mr. Golding, you have spoken of what has been accom- 
lished in countries in Western Europe other than Western Germany 
y negotiations during the past 2 years or so. Is there any reason why 

the United States could not have accomplished as much or more in the 
field of east-west trade in Western Germany, where the United States 
has had authority and responsibility during that period ¢ 

Mr. Gotptne. You have a few facts in Germany which do not exist 
in other countries. One is this split between East Germany and West 
Germany. That is one thing. Then one of the difficulties on this 
border between the east and the west resulted from the Jessup-Malik 
agreement which was that the trade situation would go back to, I have 
forgotten what the date was—March 1948 I think—at which time there 
were no controls in Germany. 

I know from talking with some of these Germans that they are just 
as pro western as we are. I doubt very much if most of the people 
of Western Germany, and Berlin included, have any idea that the 
sort of thing has been going on which Mr. Hansen has disclosed 
to you, and when they find out I think they will insist that their own 
people do something about it. 

Senator O’Conor. We have been advised from the floor that there 
are matters there which require the attention of the Senators. The 
Senator from Delaware, Senator Williams, has just indicated the fact 
that he must return there. At this time we will suspend further 
interrogation. We will resume at a time as to which announcement 
will be made. There is a witness who is appearing at our request who 
recently has been in Germany. We will give ample notice to him and 
to the public. We thank you very much for your cooperation. 

(Whereupon, at 12:25 p. m., the hearing adjourned, subject to the 
call of the Chair.) 
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EXPORT CONTROL AND POLICIES (Export of Strategic 
Materials) 


THURSDAY, JUNE 14, 1951 


Unrrep States SENATE, 
CoMMITTEE ON INTERSTATE AND ForeEIGN COMMERCE, 
SUBCOMMITTEE ON Export Con Trois AND PoLictes, 
Washington, D.C. 

The subcommittee met, pursuant to notice, at 10:10 a. m. in room 
324, Senate Office Building, Senator Herbert R. O’Conor, chairman of 
the subcommittee, presiding. 

Present: Senators O’Conor and Williams. 

Also present: John J. McCloy, United States High Commissioner 
for Germany; Frank Miller, deputy, Office of Economics, HICOG; 
Col. A. A. Gerhardt, special assistant to the High Commissioner; 
Glen Wolfe, Director of Administration, HICOG; Henry A. Byroade, 
Director of the Bureau of German Affairs, Department of State; 
George Miller, Office of German Economic Affairs, Bureau of German 
Affairs, Department of State; James J. Kelly, Jr., counsel to the 
subcommittee. 

Senator O’Conor. The hearing will please come to order. We 
would like to ask Mr. John J. McCloy to take the stand. I am sure 
that you have no objection to being sworn, Mr. McCloy ? 

Mr. McCoy. No, sir. 

Senator O’Conor. In the presence of Almighty God do you swear 
that the testimony you will give will be the truth, the whole truth, 
and nothing but the truth, so help you God ? 


Mr. McCtoy. I do. 


TESTIMONY OF JOHN J. McCLOY, UNITED STATES HIGH 
COMMISSIONER FOR GERMANY 


Senator O’Conor. Your full name? 

Mr. McCroy. John J. McCloy. 

Senator O’Conor. Mr. McCloy, your position ? 

Mr. McCoy. At present I am the United States High Commis- 
sioner for Germany. 

Senator O’Conor. For what period of time, Mr. McCloy, have you 
occupied that position ? 

Mr. McCroy. Slightly less than 2 years. 

Senator O’Conor. Would you advise us just prior to that what 
positions you held ? 

Mr. McCoy. Before that I was president of the International Bank 
for Reconstruction and Development, known as the World Bank. 
Before I assumed this position I was the Assistant Secretary of War 
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during the entire war period. Before the war I was a practicing 
lawyer. 

Senator O’Conor. Mr. McCloy, we are anxious to have in the record 
some details as to the line of authority in respect to the policies and 
the administration. Would you be kind enough to give us a word 
picture of that situation / 

Mr. McCroy. In my eapacity as High Commissioner for Germany 
I am subject to directives from the Pr resident concerning the general 
policies to be adopted and maintained in Germany. T am also an 
ex officio member of the High Commission for Germany, together 
with my French and British colleagues. 

Senator O’Conor. Mr. McCloy, at the beginning of the inquiry we 
are, of course, interested in having the benefit of your knowledge and 
views in respect to east-west trade conditions, and it occurs to me that 
you might wish to outline generally that situation prior to any inter- 
rogation, if that would be 3 your prefer ‘ence. 

Mr. McCroy. In the first place, I want to say that I am pleased to 
have the opportunity to present some phases of the east-west trade 
problem as it affects the Federal Republic of Germany. As the ter- 
ritory of prewar Germany is divided at present into two major sec- 
tions the situation in the Federal Republic is unique. This is par- 
ticularly true since the complex and vigorous industrial economy 
of the Federal Republic has traditionally “engaged i in extensive trade 
with the east. 

Since the end of the war we have been endeavoring to realize two 
main objectives inGermany. After an initial delay one of our primary 
aims was to rehabilitate the economy of the country, and all our 
directives were directed to that end. 

The other was to rehabilitate the political structure of the country. 
The two objectives are closely related. I think our first objective 
has, to a large extent, already been attained. From the truncated 
economy that we found we have been able to increase the German 
index of industrial production from practically zero at the close of 
the war to 120 and 130 percent of its prewar level. We have also 
placed the greatest. emphasis upon the stimulation of foreign trade. 

The German dollar gap was, of course, very wide. Although ECA 
assistance was advanced rather belatedly, we have materially “reduced 
the dollar gap. It is still wide, but generally speaking the economic 
picture of Germany has improved very substantially. The improve- 
ment is primarily attributable to two factors: One is the energy, the 
know-how, and the industry of the German people; and the other is 
the magnitude of external aid extended to Germany, which in my 
opinion has been applied effectively. In this connection our effort 
has always been to stimulate the external trade of Germany in order 
to reduce the burden carried by the American taxpayer. 

Although I imagine that this committee is only tangentially in- 
terested in the political developments in Germany, I should like to 
mention briefly some of the more important aspects of the political 
accomplishments. Operating in a political atmosphere that was not 
conducive to stability and in spite of considerable difficulties we suc- 
ceeded in creating a representative sytem of government which is 
now almost 2 years old. The Bundestag is operating as a represen- 
tative parliament and as time goes on, gives many indications of 
political maturity. But the structure of government is not yet com- 
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plete because the de-Nazification campaign reduced the number of 
capable men that were acceptable for government service 

In accordance with our general policy, which I think is s sound, we 
have done everything that we could possibly do to encourage the 
healthy development of the new government. Our aim has been to 
turn over more and more governing responsibilities to the Federal 
Government in order to prepare the Germans for the time when they 
would assume nearly all the obligations and responsibilities of a 
sovereign gov ernment. 

After the creation of the German Government we ste: idily reduced 
our personnel. However, the events in Korea compelled us partially 
to reverse this trend. There were tensions before the Korean affair, 
particularly in connection with the Czechoslovakian coup d'état, 
which indicated we couldn’t be as free as we at one time hoped we 
could be in treating Germany, particularly in relation to east-west 
trade, 

From time to time efforts were made not only in Germany but else- 
where to restrict the delivery of certain strategic articles to the east. 
This resulted in considerable debate which compared the conduct of 
trade in Germany and the conduct of trade in other countries. Each 
country was anxious after the war to stimulate its trade. Germany 
was particularly anxious to renew its traditional trade with the east. 

Of course, in the case of Gemany itself the Germans saw no harm 
and no reason why they shouldn’t trade with the Soviet zone of Ger- 
many with which there had been the most intimate commercial con- 
tact before the war. Just as I suggest, if one drew a line down the 
center of Pennsylvania, it would be rather difficult to convince the 
Pennsylvanians ‘that there was anything heinous in sending goods 
from Philadelphia to Harrisburg or Pittsburgh. This type of psycho- 
logical identification made the problem of export controls more dif- 
ficult. 

For a long time we have been urging the Germans to expand east- 
west trade by exporting commodities that could only be utilized for 
peaceful commercial purposes and, simultaneously, to eliminate ex- 
ports of strategic or critical items. 

Senator O’Conor. At that point, if I may interrupt you so that we 
may get the whole picture, and having in mind also the possibility 
of east-west trade by others than by Germany, would you say that 
the shipment of strategic materials from the west to Russia and the 
satellite countries has been considerable? 

Mr. McCroy. Yes. I think in total it has been considerable. It is 
very difficult, of course, to estimate just how much it has been. I 
have endeavored to find some reliable figures that would enable me 
to determine the volume of illegal trade. 

Senator O’Conor. Could I ask you there, what particular supplies 
and types of goods would you say—I refer to them ina general way as 
strateégic—just what spec ific items would you say? 

Mr. McCrory. As your question implies, it has been difficult to de- 
termine just what is strategic and what is not strategic. If “stra- 
tegic” is broadly defined, food can be considered as strategic—per- 
haps one of the most strategic commodities during a period of an all- 
out war. However, such a generic definition tends to become mean- 
ingless. On the other hand, such things as oil, pipe, rubber, or, cer- 
tainly, all weapons are obviously strategic. 
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Senator O’Conor. Or steel ? 

Mr. McCuoy. Or steel. These things are readily acceptable. Not 
all steel, if you bear in mind that many uses of steel are entirely 
peaceful. But you always have that balance to determine. We have 
endeavored to determine what is strategic and what isn’t strategic. 
I think you are familiar with some of the background of that. 

Senator O’Conor. Yes. I was trying to get the over-all picture. 
You said there were considerable shipments of strategic materials. 
You would include such items as steel, rubber, oil, machinery, and 
equipment of that kind? 

Mr. McCoy. That is right. On the other hand, I think that due 
to the heavy and incessant pressures that we have put upon the Fed- 
eral Government—the volume of strategic goods exported to the 
Soviet orbit has decreased substantially. We have constantly im- 
pressed the Federal Government with the necessity of tightening 
export controls; and the results have been, I think, rather impressive. 
Whereas there are all sorts of violations in this going on from time 
to time, the only figures that we have with regard to the legal figures 
—and I can’t do anything really with the illegal figures because I 
don’t have anything very substantial. As a result of this constant 
pressure, German trade with the east has dwindled substantially. At 
the same time, Germany’s trade with the west has increased markedly. 
In my judgment, both trends indicate that our over-all trade policy 
in Germany has been quite successful. 

In the first quarter of 1951 the trade of Germany to the east was 
only, I believe, 4.4 percent of the entire German exports. When you 
consider the prewar percentage of trade with the east, you can see 
what an enormous decrease has taken place. This is true even though 
we have seen a temporary quantitative increase in trade with the 
east; this took place after Korea, following the return of certain 
licensing authority to the Germans in early May 1950, but we began 
to catch hold of it within a short time. 

Senator O’Conor. Mr. McCloy, are those figures confined to the 
legal trade? 

Mr. McCoy. Those are the figures that I can really rely on. 

Senator O’Conor. So that, Siceaan in giving those figures as to 
the two periods, you are basing them entirely on the legal trade? 

Mr. McCuoy. That is right. I do not know the relationship be- 
tween the two. Some have estimated it. There was an expert there 
who estimated that illegal trade was 20 percent of the legal. Another 
estimated it to be as much as the legal. I have endeavored to get 
some figures on this thing that I thought I could rely upon. It is 
clandestine, covered, and covert. 

Senator O’Conor. Could you give us an approximation of what the 
illegal trade might be? 

Mr. McCoy. I would be only guessing because it goes through so 
many different channels. We can build a fairly good dam across 
half of Germany but we cannot build a dam all the way around. 
Some of these products from Germany go west before they go east. 
I do not have any reliable estimate on the quantities that might be 
involved. 

Senator O’Conor. Could you give us any estimate at all ? 
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Mr. McCoy. The estimates have varied from 20 to 100 percent of 
the legal trade. The latter estimate was the highest and made, I 
think, only by one person. 

Senator O’Conor. Dollarwise ? 

Mr. McCoy. The dollar value of the legal exports to the Soviet 
bloc during 1950 was approximately $160,000,000. However, without 
access to trade statistics of the other European countries it is very 
difficult to arrive at a reliable estimate of the magnitude of illegal 
trade. We can look down the throat of the Germans, but we cannot 
do it in relation to the other countries. 

We have access to German records, we can and do go into their 
customs offices; and we can examine the books of individual firms. 
These things we cannot do in the other European countries. 

Senator O’Conor. Mr. McCloy, if you do not mind, at that point 
—we do not want to interrupt you, but while we are on that topic, Mr. 
Kelly has a question. 

Mr. Kexry. In speaking of some of the goods going west before 
they go east, Mr. McCloy, would that mean that some of the purported 
legal trade with the west actually is ultimately illegal trade with the 
east ‘ 

Mr. McCuoy. It might be. It is conceivable that commodities 
which are legally exported to the west may be diverted, after leav- 
ing Germany, to the Soviet bloc. To what extent this takes place, I 
do not know. But I do want to say this: I feel that the most effective 
thing that we can do is to check this at the source. I am talking about 
over-all trends rather than the individual shipments. 

We have done a good bit of work along these lines; the Germans 
also have done a great deal. At this stage I would like to state for 
the record that I am thoroughly convinced that Chancelor Adenauer 
wholeheartedly desires to reduce drastically or, if possible, eliminate 
completely illegal trade. 

We ourselves have done a lot of missionary work, as we call it, 
with the Ruhr industrialists where most of these shipments are likely 
to originate; and we have received a real measure of cooperation from 
them. The Chancelor himself has used his wide contacts to persuade 
firms to refuse orders which appear suspicious. More recently he has, 
as you know, conformed to the resolution of the United Nations cut- 
ting off trade with China. 

in spite of the existence of an extremely proficient, highly de- 
veloped smuggling ring that has been operating in Europe for cen- 
turies and in spite of the great temptations of financial gain to be 
obtained from illegal trade, I think that the Germans have, in gen- 
eral, observed the principle of denying the Soviet bloc access to 
strategic commodities. 

Senator O’Conor. Just previously you stated that there has been 
apparent an improved situation resulting, of course, in a decline of the 
shipments. With reference to time—as to about when it was that you 
observed that change—can you give us any information on that? 

Mr. McCoy. On a chart the curve depicting postwar exports to 
the Soviet bloc fluctuates considerably. The effort was at one time to 
increase trade in all directions as rapidly as we could. The curve 
began to go up and then it began to level off and remained constant for 
some time. At this point we turned over to the Germans more re- 
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ponsibilities for the functioning of export controls. Later, when 
he tensions increased, the curve went up sharply. 

Then we decided that we would not let the Germans have control of 
those particularly critical items which seemed to take such a jump 
after this international tension was at its height, so we took back the 
licensing of those—the things that I spoke about; oil, pipe, rubber, 
and so forth. We reduced exports of these items to one-fiftieth of 
what it was before. 

There had been a general increase of exports to the east, legal and 
I suppose illegal. I have no figures for the illegal. Not only certain 
strategic goods, but trade in general increased considerably, as this 
responsibility was turned back to the Germans; they introduced a 
rather liberal system of licensing, one which was decentralized to an 
alarming extent. 

At the same time we resumed control over the export of certain 
strategic commodities, we put pressure on the Germans to centralize 
and stiffen the, at the time, liberal and widely decentralized licensing 
system. 

On that we have met a good bit of resistance. However, we have 
not taken an axlike attitude with the Germans. We are endeavoring 
at this stage to persuade them what is to their best interests, rather 
than to deliver a fiat to them. 

There has been a good bit of argument back and forth. As the 
Korean situation developed our position was strengthened. Also the 
activities of this committee were helpful to us; and we were able to 
get the Germans to agree to a central licensing system. 

Senator O’Conor. When you mention the present debates or the 
present discussions, of course there are conditions still existing which 
you think need correction ? 

Mr. McCroy. Definitely. There are lots of things that need to be 
done. But I really think we are in the process of developing a solid 
export control system which will do two things: Continue to permit 
us to breathe and live in Germany, because we are not trying to estab- 
lish a complete embargo or create a situation of all-out economic war- 
fare; and enable us to obtain the goods from the east essential to the 
existence of Western Germany and, particularly, Berlin. 

Let me give you just one example. Kaolin. This special type of 
clay, obtained from Czechoslovakia, is essential for the continual 
existence of the Bavarian ceramic industry, which employs many thou- 
sands of people in Germany. If we cannot get clay from Czechoslo- 
vakia a lot of people would be out of work. There seems to be no other 
source of this special clay. It is just down the street from where they 
are anyway, because the border is right there. We have to give the 
Czechs something in exchange for the kaolin. 

Senator O’Conor. What has been given to them ? 

Mr. McCrory. We have given them machinery, which is not ma- 
chinery for making guns, but the things that they need. You cannot 
give them more kaolin for it. We have not got it and they do not 
want it. We have to give them what they want. 

Senator O’Conor. I wondered what they do want and what they 
get? 

Mr. McCrory. We give them industrial chemicals, we give them some 
steel, we give them some machinery. I suppose any type of machine 
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increases the industrial potential of a country, but we try to send those 
that are as far removed from making munitions as possible. But 
that is an example of what one has to do in order to live in such a 
situation, unless we are going to take over the entire burden of sup- 
porting all the German population by artificial external means. 

To point out the complicated character of this thing, there is an- 
other element in this that one must bear in mind: The Germans have 
16,000 people, 1 believe, in this customs business and although the 
customs service is not yet as efficient as we think it will be, 1 could 
not take 16,000 soldiers away from General Handy and put them 
along the border without impairing some of our other objectives there, 
to say the least. Moreover, they probably would not be any good 
anyway, because they could not read the documents, which are all in 
German. 

I think that although it is clear that this new customs organization 
is imperfect and not “completely ready to deal with the tremendous 
problem of export controls, we do not have a substitute and we cannot 
adequately deal with it ourselves. Just as the Germans were given 
primary responsibility for export controls, this tremendous tension 
arose in the world which placed a great premium on all types of 
equipment that would be useful for war purposes. We did not, at 
that time, have on the border a highly trained force that could turn 
all the essential exports back; nor was our licensing system, which up 
to that time had been decentralized with the idea of stimulating trade, 
able to cope with the problem. 

This situation could not be remedied overnight. However, we are 
definitely making progress. If we had known what was going to 
happen in Korea, we probably would not have reduced our staff deal- 
ing with east-west trade as drastically as we did. We are now in- 
creasing our staff and have, as you know, already stationed the MP’s 
on the border : again. 

I think that it is just impossible to throw a big machine like this 
into reverse quickly and efficiently. You have to look at the whole 
trend to see what it has been doing over a period of years to see what 
the results really are. If the legal figures—and this is an assump- 
tion—are any indice ition of the way the trends are going—and I think 
myself that it is an indication—we are turning the trade toward the 
west rather than toward the east. It seems to me, that this trend 
should be the basis for judging the success of our policy, rather than 
whether any evening an illegal shipment goes over there, although we 
want to do what we can to check that as well. 

Senator O’Conor. Mr. McCloy, with reference to the smuggling op- 
erations which, of course, you have frankly stated have been quite 
considerable, and, of course, have been over a protracted period, would 
it be fair to assume that the type of article being transported and 
which is involved in the illegal trade would be that which would prob- 
ably be strategic / 

Mr. McCuoy. Yes. I think that is probably safe to assume. 

Senator ene. Is there anything further that you desire to say? 

Mr. McCrory. No; I think I have alre: udy covered this point. Mr. 
Miller, who is familiar with this situation, points out that the official 
figures indicate that during the first quarter of 1951 the United States 
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received three times as much of Germany’s exports as the entire Soviet 
bloc got. Furthermore, I think it is clear that this is a good indica- 
tion of the trend. 

We are just as anxious to get those articles as anybody else is. Gen- 
erally speaking, there is a definite desire throughout Germany to 
associate itself with the west rather than the east. It is only the odd 
fellow who really wants to play it the other way. 

Senator O’Conor. Could you give us some more detail, Mr. McCloy, 
as to the smuggling operations, as to the organization or organizations 
or groups that are engaged in it, and just whom they consist of, as 
far as you know? 

Mr. McCrory. I would not want to go on the record as to all we 
know about that, because we are following it up a great deal. I 
think I can say no more at this time than this: It is well known 
that some pretty high-class operators are in that field, they have 
been there for quite a long time, they have operated on the west as 
well as on the east, and in addition to that there has been recently 
an influx of Communist agents, undercover agents, who are throwing 
a good bit of gold around, and promises of gold which they apparently 
have in abundance. 

By offering high prices they have been endeavoring to induce 
people for high prices to ship critical things east. There has been 
an expansion of the old smuggling rings which have operated along 
the borders for a long time. It has been profitable. I think that 
would cover the whole field, according to our intelligence, of the 
definite smuggling activities. 

There is minor stuff that goes along the border all the time. You 
do not get much help from anybody in suppressing a German who puts 
something under his coat and goes into the forest at night to walk 
down the road a little bit. They are always doing that. 

Senator Wut1AMs. Have you been able to identify the master minds 
behind this international smuggling ? 

Mr. McCroy. Between us and the English and the French, we could 
give you some of the names of the old figures that are notoriously in 
this business. 

Senator Witi1ams. Has there been anything done during recent 
months or years to intercept that or to prosecute them in an attempt 
to break it up? 

Mr. McCoy. There is always the regular customs check, just as 
there is in this country, of people who are suspected of being smugglers. 
I cannot give you the list of all the prosecutions that have taken place 
in Holland or Belgium. There are a good many up there as well as 
along the German “border. 

Senator Wititams. Have there been prosecutions along the German 
border of this group? 

Mr. McCrory. Such prosecutions as there have been I believe have 
been largely in connection with imports rather than exports. 

Senator O’Conor. As a matter of fact, Mr. McCloy our informa- 
tion is to the effect that the extent of prosecution for illegal exports 
has been negligible, has been virtually nil. 

Mr. McCoy. It has not been very good. We have ourselves prose- 
cuted only one case that I know about. We have received some 
promises of greater activity in terms of prosecution. Although prose- 
cutions or the threat of prosecutions are essential in maintaining a 
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tight export control system, we have other devices which in the last 
analysis may prove more effective than legal prosecution of violators. 

Perhaps the most effective means of persuading German firms to 
adhere to the export control system are the threat of cutting off ECA 
aid and the threat of the black list. The existence of these measures 
has, in my opinion, persuaded those firms which manufacture strategic 
articles of the importance of following more closely the export control 
regulations and have, in some cases, persuaded them to put into effect 
their own check lists and their own obstacles to smuggling on the 
part of some of the more irresponsible agents. 

I would say that the enforcement operation needs a great deal of 
tightening up. I think that we are only getting to the point where 
this function is being well organized. It will need continuing super- 
vision on our part. 

We are having people come over from the Commerce Department 
to examine the export control system to see what really should be done. 
Many details need to be improved. The type of paper that one uses, 
which is important as a counterforgery measure, could be greatly im- 
proved. Counterforgery measures are thus far rather crude, I think. 

Senator O’Conor. Is there any explanation as to why that has not 
been done before? Here we are a year after Korea. 

Mr. McCtoy. I think the explanation is that you have not had the 
heart of the a in it, particularly insofar as trade between East 
Germany and West Germany is concerned. I think the efforts of the 
top people in Germany are only now getting down into the field. 
Though it seems long, it takes a long time to perfect a good anti- 
smuggling system. It is not done overnight. 

It has taken scores of years to build up a good one along the Cana- 


dian border. In Germany we have had only 2 years in which to build 


up an effective antismuggling system from scratch. There has been 
some laxity; and I am sure that if we had it to do over again we would 
not have reduced our personnel as extensively as we did. 

We might have had closer supervision. I will acknowledge readily 
that we could have been a little more active about it than we were, but 
I will say that our efforts in the entire field of export controls have 
achieved larger results; and I intend to do everything I can to 
tighten up the screws down the line as quickly as we can and as effec- 
tively as we can. 

Senator O’Conor. There is one other subject that I would like to 
ask about, and Mr. Kelly has some questions to follow, and that is in 
regard to the possibility that the Communists are actually operating 
and have under control the operation of plants in Germany, West 
Germany. 

Have you any information on that? And whether those particular 
plants are under pressure for delivery of strategic materials to the 
east ¢ 

Mr. McCrory. There may be some, and I have indications that there 
are some. But they are not large. Generally speaking, people who 
make the things that the Communists want are not Communists. Just 
as there are some newspapers in Germany that are run by Communists, 
the great bulk are run by non-Communists. 

Although there are Communist agents around in all organizations, 
there are very few, I would say, who really own plants that would be 
of importance in this situation. 

Senator O’Conor. Mr. Kelly? 
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Mr. Ketiy. Mr. McCloy, on that same subject, are there not a num- 
ber of larger industrial sienae? in Western Germany that prior to the 
war had branches or branch factories in the east, which factories are 
now in Communist hands? 

Mr. McCuoy. Yes. 

Mr. Ketty. Is it possible that those factories are under pressure 
from the Communists with the idea perhaps in mind that if they pla 
ball with the Communists they will get those factories in the east 7 
eventually ? 

Mr. McCroy. I wouldn’t be surprised that some are thinking along 
those lines. For example it was interesting to note that during the 
darkest days in the Korean campaign, some ‘people who were no more 
Communist than you or I, suddenly began to advertise in Communist 
papers. Bearing in mind that there are 20 or 30 divisions sitting on 
the border that could be in Germany in less than a night, there are 
people who want to play on both sides. 

You don’t understand that until you are there and have been sub- 
jected to the pressures that they have been subjected to and have been 
through some of the strains that they have been through in the past. 

Nevertheless the great bulk of people in Western Germany are anti- 
Communists, and anything that they recognize as Communist they 
are against. It is only a relatively weak spirit or a rather highly 
calculating spirit that could be influenced he Communist pressure. 
I won't deny that there are some of them. 

Mr. Ketriy. You spoke a little while ago of cooperation on the 
part of the Ruhr industrialists. There has been some information 
before the committee that representatives of a number of the Ruhr 
industrialists participated in those commercial negotiations with 
the Chinese Purchasing Mission in East Berlin, which was announced 
in the papers some several weeks ago. Are you familiar with that? 

Mr. McCuoy. Yes. I knew that the mission was in East Berlin. 
And I have heard that some people from the Ruhr were up there talk- 
ing withthem. Isuppose that I have no reason to doubt that that was 
so. They are interested in trade. They have traditionally traded 
with the east. For many years they have had long contacts in the 
Far East, in the Near East, and wherever there is business. 

I do not mean to minimize this situation; but I do mean to say that 
we have had a degree of cooperation from the industrialists of Ger- 
many, many of whom have come to me and volunteered either infor- 
mation or willingness to try to help reduce illegal trade by pointing 
out the danger to other industrialists. 

Mr. Ketiy. There was a question asked of Ludwig Erhard in 
the Bundestag just recently about the volume of deposits of money 
abroad, and as I understand, the figure of 800 million marks, or about 
$200 million, came into the discussion, covering the period of 1951 
to date. 

Is there anything that you can tell us about goods that are sold 


with the payment being taken in deposits abroad? Flight of capital, 


in other words, from Germany ? 

Mr. McCrory. Do you know anything about that? 

Mr. Frank Mitzer. No, sir. 

Mr. McCioy. I cannot give you any confirmation or estimate on 
that. I would have to talk to my economic or commercial people 
to see if they have figures that are reliable. We do know that there 


Cine testes alanis 


im- 
the 


are 


ure 
ay 
ac. 
ng 
the 
ore 
nist. 
on 
are 


sub- 
een 
ast. 
nti- 
hey 
hly 
ure. 


the 
tion 
uhr 
ith 
iced 
iat? 
rlin. 
alk- 
was 
ided 

the 


that 
Ger- 
\for- 
ting 


d in 
oney 
bout 
1951 


sold 


vital, 


e on 
20ple 
there 


a lene 


pinlionoce yl. 








EXPORT CONTROLS AND POLICIES 111 
is some flight of capital from Germany, as there is from Europe 
generally. “T cannot give you any judgment as to whether the figure 
you cite is accurate or not. I doubt that it is that big. However, I 
do not know for sure. Maybe I can get some information for you on 
that subject. 

Mr. Ketry. I would like to have that for the committee records. 

Mr. Ketriy. For the period that you have been High Commis- 
sioner in Germany there have been High Commission laws and 
German laws restricting and controlling export of critical materials 
from Western Germany to the east, have there not ? 

Mr. McCroy. Yes, laws 53, 22, and 24. 

Mr. Ketiy. And the German laws? 

Mr. McCrory. And the German laws, yes, and a new ordinance. 

Mr. Murer. That is practically at the point of enactment now. 

Mr. McCrory. The new ordinance is very eae nsive. Mr. Miller 
thought that I had given the impression that we had not been active in 
the two fields and in licensing. I did not intend to give that im- 
pression. ‘The record will show that we have been very active with 
the Federal Government and the Laender governments in both those 
fields for 6 to 8 months, and have achieved a real measure of success. 

All that I meant to say was, now that we have the licensing 
straightened out, there are many things that can be done to tighten 
the enforcement system; particularly in measures along the border 
and in such things as I indicated, antiforgery measures ‘and the like. 

Mr. Keury. On that subject, Mr. McCloy, the information that 
we have is that prosecutions for violations of the import laws and 
regulations have reached the order of perhaps 30 to 40 thousand 
prosecutions a year, whereas prosecutions for violations of export 
regulations relating to critical materials have been in the order of a 
handful. 

Mr. McCroy. I do not know about the figure 30,000, but I do know 
that they have been much more industrious in regard to imports than 
the Germans have, in the past, been with regard to exports because 
the Economic and Finance Ministers are very anxious to improve the 
revenues. They feel there has been a tremendous amount of black 
marketing, as there has been, which has reduced revenue. 

We have not failed to point that out to him. I believe that all I 
can say on that is that I believe prosecutions are going to be much 
better in the export field than they have been in the import field. 

Senator O’Conor. Without expecting you to have at your finger- 
tips the figures as given by Mr. Kelly, have you any reason to doubt 
them or challenge them ? 

Mr. McCrory. No, sir. Mr. Miller points out that it is perhaps well 
that they are as active as they are on the imports because that is an 
important source of revenue. 

Senator O’Conor. It would be very helpful to the anti-Communist 

sause if they were equally active on the exports. 

Mr. McCoy. No question about that. We know that the Com- 
munists have been pressing their sales to the west at cheap prices in 
order to build up their funds for propaganda purposes as well as the 

urchase of strategic goods. So it is of course to our advantage to 
1ave the west Germans examine imports from the east very e: arefully. 
It would of course be to our great advantage if they would assiduously 
watch the exports. 
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Mr. Keutiy. What actions have been taken by your office, say prior 
to the lst of April this year, to require the Germans to be more diligent 
in prosecution of violations of export regulations and laws? 

Mr. MoCuoy. I think that the form it has taken is probably more 
of persuasion, constant interviews with the Chancelor, with Erhard 
oie Schaeffer, to endeavor to induce them to speed up some of the 
prosecutions on evidence of violations which we have given them. 

That has extended, to my knowledge, over the past year. The con- 
versations I think started about the Korean time. My answer covers 
it. We have been doing it long before April. We have hesitated 
ourselves to step in and prosecute because we really want the Germans, 
themselves, to get in the habit of prosecuting. When we have turned 
up evidence that we think is suspicious in terms of a shipment which is 
significant, we have gone right to the company and said, “How about 
this?” Usually they answer that they do not know anything about 
it, even though some paper will turn up with the name of a Ruhr 
manufacturer on it. ie will have a clean bill of health. But I 
think as a result of that and the feeling they have that we are following 
it, and the fact that we can cut off ECA aid any time we want to or 
put them on the black list, has brought about a form of enforcement 
which has been effective, not completely so, but generally so. 

Senator O’Conor. Just in that connection, Mr. McCloy, again em- 
phasizing the apparent delay which has occurred in taking effective 
measures, I have before me a copy of the report which we have re- 
ferred to as the Golding report. I suppose you are familiar with that. 

Mr. McCroy. Yes. 

Senator O’Conor. Incidentally, this report is published in the Con- 
gressional Record of June 14, 1950, which just happens to be a year 
ago today. It refers to inquiry and investigation made over the 
period between April 19 and June 15, 1949, which is just 2 years ago. 
At one point it refers to the climax of the investigation on June 14, 
1949, which again is just 2 years ago today, in Paris. 

In this report a number of criticisms are included. 

It reads: 

Performance by all departments and agencies has been insufficient and pro- 
cedures inefficient. 

It goes over to another section which reads: 


The principal difficulty in controlling transit trade is that practically al} 
countries, including our own, attempt to shift onto someone else the responsibility 
of dealing with it. The theory in operation at present is that the burden should 
be placed upon the country of destination to prevent transshipments. 


Then as to the lack of knowledge of what is transpiring, it states : 


During the course of the investigation in practically every country instances 
were discovered of lack of knowledge on the part of the department and division 
heads of what was actually going on. ITlustrative of this is a conversation in 
Paris on June 14— 


2 years ago today— 


with the acting head of the East-West Division, ECA, Washington, who stated 
in effect that up to date (1949) ECA in Washington had been under the im- 
pression that everything in Europe had been under contro! at least on the basis 
of the British list, which is our 1—A list, minus thirty-odd items, but that the 
investigation of agencies by the joint committee had uncovered many things 
which had not been known in Washington. 
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And so it goes on to point out the difficulties as to end-use checking, 
and the extent of lists of restricted articles. 

My question is whether there has been very much done since the 
Golding report to carry out the recommendations contained in it as 
to improvement of those things which were found to be very faulty 
as of that time, 2 years ago. 

Mr. McCuoy. I think a good bit has been done since the Golding 
report. There are some features of the Golding report that we did not 
follow. But the ones that you are talking about, particularly this 
transit affair, is not really under our control, as you understand. 

Senator O’Conor. I knew that. I didn’t mean to indicate any re- 
sponsibility on you. 

Mr. McCrory. Insofar as end-use checks are concerned, I do not be- 
lieve that we are subject to any sound criticism on that. I think that 
has been very good in Germany. We have had the cooperation of the 
Germans, a number of spot tests I have made are rather comforting 
tome. I think that the Germans have also checked up on the ship- 
ments abroad to a much higher degree than any other country that I 
know of. 

In regard to the recomended changes in the licensing system, we 
were, perhaps, slow to bring that about, but we were not particularly 
eager then to centralize it. There were a good many arguments as to 
why you shouldn’t centralize it. 

Since the Korea business the arguments are preponderant the other 
way. We have now conformed to his suggestions in connection with 
the centralization of licensing. 

Senator O’Conor. When would you say that was put into effect ? 

Mr. McCoy. That is relatively recently that we got the Germans 
to finally agree to that. 

Senator O’Conor. Within the last few weeks? 

Mr. McCrory. About that. 

Mr. Frank Miter. That is in the process of implementation now. 
But we have been working on the development of this for more than 
a half year. 

Senator O’Conor. Mr. McCloy, what I do not understand and what 
I think is the subject of legitimate criticism, and I want to state it 
frankly, is that Korea occurred a year ago this month. We now 
hear that it has only been within the past few weeks that the system 
which has been found to be necessary has actually been improved to 
that extent, and Mr. Miller just indicates that it is even yet under 
discussion, not actually having been accomplished. 

That is what I think is really a subject of legitimate criticism, and 
I would like to be corrected if I am wrong. 

Mr. McCuoy. Bear in mind that it is hard to get these people to 
move. They resist very strongly the suggestion that they ought to 
centralize their licensing, because that means suppression of trade, 
and trade is the thing by which they live. It was only after many 
discussions and considerable pressure that they agreed to centralize 
their licensing system. Mr. Miller said we are now implementing it. 
Such a large change is not accomplished overnight because personnel 
had to be recruited and trained. Perhaps a year is too long. I have 
heard it said that it is. But I do not think that it can be said that we 
have not done anything. 








114 EXPORT CONTROLS AND POLICIES 


In the meantime we have done these other things which have shown 
results and real results. We have not done the whole bag of tricks 
orobably as rapidly as we should. I did not get into this business of 
ficonalhae's myself until somewhat recently. Probably because nobody 
called it to my attention. But I know that we have been active on 
the thing. 

We could have been more active, I believe, if we had had more peo- 
ple. I do challenge some of the statements Golding made as to the 
lack of cooperation between one division and another. He complains 
a little about the division in my headquarters, of the various divisions 
that deal with this subject. If it is important—and I do not think it is 
important—I would like to say that the various divisions are organized 
to as great an extent as possible according to functional responsibility ; 
and the inevitable jurisdictional overlaps are taken care of by close 
coordination. 

One major obstacle in the way of getting things done rapidly is 
the amount of time it takes to hire expert people. It takes consider- 
able time to find the right man and, in addition, it takes 3 to 6 months 
to obtain FBI clearance. 

But I will acknowledge that we probably ought to have been a little 
more effective and expeditious in this thing. But it has taken a great 
deal of effort to bring the Germans to the point that we have now 
brought them. If you look at the whole picture and not a small part 
of it, I think that the results we have attained are rather impressive. 
It is an extremely difficult situation, bearing in mind that we have 
five-sixths of the whole east-west border to deal with. I have many, 
many problems to deal with besides east-west trade. 

Senator O’Conor. Is it a fact, Mr. McCloy, that they have been 
dealing with Communist China until the last month ? 

Mr. McCrory. They did deal with Communist China, and their 
figures shot up alarmingly, but they have declined sharply. 

Senator O’Conor. When was that perceptible, the decline ¢ 

Mr. McCoy. I think we got the figures the last month. 

Mr. Frank Miter. The decline has been all during this last year, 

Mr. McCroy. It is nil now. 

Senator O’Conor. There have been, however, substantial shipments 
in the last year? 

Mr. McCoy. Yes, sir. 

Senator O’Conor. Of strategic materials? 

Mr. McCoy. Yes, sir. 

Mr. Frank Mitier. Of all materials. 

Mr. McCrory. Our figures cover all the trade. That went up high. 
Then it dropped very suddenly when we got hold of it. We did not 
get those figures until sometime after the event. The minute we got 
them we acted. 

Senator O’Conor. Of course, observations on the spot in continuous 
supervision or surveillance would have revealed that they were ship- 
ping. For instance, our own investigator actually saw a ship being 
loaded within the past few weeks. 

Mr. McCrory. In Hamburg? 

Senator O’Conor. A ship that had been loaded, rather. 

Mr. Frank Miter. The Hansen testimony indicates, as I under- 
stand, that he did not see anything destined for China while he was 
in Hamburg. 


Dear tay 


shown 
tricks 
ress of 
\obody 


ive on 


re peo- 
to the 
iplains 
visions 
nk it is 
ranized 
ibility ; 
y close 


idly is 
nsider- 
months 


a little 
a great 
ve now 
all part 
ressive. 
ve have 
> many, 


ve been 


d their 


ist year. 


ipments 


up high. 
did not 
e we got 


ntinuous 
sre ship- 
ip being 


I under- 
e he was 


ei ta NP AEST OTIS AI Oe tenth 


occa tortie 


ta nt 


haat aac ch 


cae Sintra et nts AO en han in RTA HP ESR Comabiaire 





EXPORT CONTROLS AND POLICIES 115 


Senator O’Conor. I think you are correct, Mr. Miller. I will 
modify that. I think he had reports as to the fact that the shipment 
had been made. He did not actually see it. But he was informed 
by reliable authorities that there had been shipments made in the 
recent past. , 

Mr. Frank Mitier. Yes; we do know that. 

Mr. McCrory. Mr. Miller points out that there is already and has 
been in effect licensing in regard to interzonal trade, whereas the 
implementation is not complete on the other but will be. 

Mr. Keutiy. Mr. McCloy, in your testimony of several minutes ago, 
you said that the difficulties in the licensing system had not been 
wrought to your attention, and that perhaps somebody was at fault 
there. We have heard criticisms that there has not been an adequate 
vertical flow of information in the High Commissioner’s office with 
regard to the east-west trade problem, and with particular regard to 
the critical materials that are flowing east. 

Would you care to give us something on that? 

Mr. McCioy. Mr. Cattier has come to me many times about it, as has 
Mr. Miller. I have sensed it myself. The minute that the Korean 
situation developed I began to interest myself in it. I began making 

alls on the Chancellor and on the ministers to get them to tighten 
a their controls. I carried on this campaign with the Ruhr people. 

I do not remember at that time people talking to me about centralized, 
rather than decentralized licensing. 1 Perhaps Cattier was talking to 
the Germans at the same time about-it and it was not nec essary to talk 
to me about it. 

It didn’t happen to register with me early in this discussion. Cer- 
tainly, the High Commissioner’s office has been alerted to this situa- 
tion for a substantial period of time, although I did not see Mr. 
Hansen. 

Mr. Kexry. In the Golding report, to go back to that for a moment, 
some of the deficiencies in the licensing system which were pointed 
out, related to the ease with which forgeries could be accomplished. 
The form of the license which apparently is still pretty much subject 
to the same criticism, was such that they could add items or change 
the license, or use it several times over. 

Mr. Hansen in his investigation just 2 months ago found that the 
same criticisms could be leveled against the licensing system as it was 
when he found it. Can you tell us why these points were not cleared 
up? Why were not the points which permitted forgery and the like 
cleared up? 

Mr. McCoy. I do not know anything about that. I know there 
was some business about not having a line drawn down from the last 
item to the bottom of the page. I understand they did that, but they 
did not get the safety paper. I just heard about that. Maybe Mr. 
Miller can help you on that. 

Senator O’Conor. Mr. Miller? First of all, would you be good 
enough to give us your full name? 

Mr. Frank Munir. Frank J. Miller. 

Senator O’Conor. And your position ? 

Mr. Frank Mitirr. I am the Deputy Director of the Office of 
Economic Affairs. 


I want to say in that connection, that we have brought to the atten- 
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tion of the Federal Government, in the form of tripartite communica- 
tions to the Government, the deficiencies of which Mr. Kelly speaks. 
This has been done not only by formal communications but in the 
working parties. Our people in innumerable working parties are and 
have been continually bringing these deficiencies to the attention of 
the Germans. 

I have here among some of the letters from the Germans an acknow]- 
edgment of our protestation on this deficiency. 

Mr. McCuoy. The point is, do you have any record that they did 
anything about it? 

Mr. Frank Mixer. They claim that they have taken steps to tighten 
up the loopholes in the use of documents. As to the effective cure of 
these deficiencies, I think that our position now is that we will rely 
upon the detailed recommendations which Mr. George, of the Com- 
merce Department, has very kindly given us. These recommendations 
are being discussed with our allies in Germany and with the Germans. 

Mr. McCtoy. We have the letters here, I don’t know whether you 
would be interested in that or not. It indicates earlier action with 
respect to licensing, than I previously indicated. 

Mr. Ketty. Would it be possible to have copies of those communi- 
cations for the committee files ? 

Mr. McCroy. Surely. 

Mr. Ketiy. You spoke, Mr. Miller, of working party groups on 

east-west trade. Has the east-west trade group in HICOG—that is 
the group that has actually been handling the work—been partici- 
pating in the weekly staff meetings of the Office of Economie Affairs 
and other working groups in relation to east-west trade matters! 

Mr. Franx Mixxer. The east-west trade group is a relatively new 
group, Mr. Kelly. Until the end of last year the functional responsi- 
bility at present handled by the east-west trade group was delegated 
to the Trade and Payments Division of the Office of Economic A ffairs. 

The chief of that division was always present at the meetings of 
the staff in the Office of Economic Affairs. From the beginning of 
this year until our new east-west trade chief came over to ) Ger many, 
which was early in May, we had an interim state of affairs in that 

rroups. The man who acted during that period from January to 
Sty did not always attend meetings during those 4 months. 

I do know that he did attend them. I can think of at least one 
occasion now on which he attended them. I can say that since our 
new east-west trade chief has arrived in Germany he has, as chief of 
that group attended the meetings of the Economic A ffairs staff. 

Mr. Ketiy. Mr. McCloy, a little earlier you spoke of the difficulty 
in obtaining adequate personnel. Our information has been that there 
has not been adequate personnel working on the east-west trade prob- 
lem in the flow of critical materials to the east. Has that in part 
been due to funds or inability to obtain the people, even having the 
funds? 

oe McCroy. It is usually the matter of funds. In this particular 

case I do not know whether I can answer it. I would say generally 
our difficulties have been less with funds than with getting the right 
people. 

Mr. Ketiy. What relation of personnel volume has there been be- 
tween the east-west trade activities with particular reference to critical 
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materials being exported, and informational activities within the 
High Commissioner’s office ? 

Mr. McCuoy. Can you answer that? 

Mr. Franx Miter. I can only speak, myself, with reference to the 
group of people whose responsibilities concern east-west trade. 
Nearly 200 military police personnel have been assigned to this 
activity. 

There has been the east-west trade group which has consisted of 
four people. There is a customs officer in the Finance Division. 
‘There is an ECA Controller’s office which consists of 13 Americans, at 
least half of whom are concerned with investigations. 

There are three persons in Berlin who are concerned with this 
activity. There are at least nine American technicians in the Military 
Security Board. There is one person in the Office of Intelligence, and 
then there are part-time activities, such as unilateral committees, tri- 
partite committees, and committees working with the Germans. 

So that summing it up, there are somewhat over 200 Americans 
concerned with east-west trade. There is also in one of these groups 
a tripartite customs inspectorate, which is represented by a member 
of our office. I don’t know how many people are concerned with 
information. 

Mr. McCuioy. Do you mean intelligence by “information” ¢ 

Mr. Ketiy. No. I meant dissemination of information. Do you 
have any estimate of the number of people engaged in that directly 
in your office? 

Mr. McCrory. Dissemination of information about east-west trade? 

Mr. Ke.xiy. No; of information generally concerning the United 
States, concerning our occupation of Germany, our present commis- 
sion, et cetera. 

Mr. McCrory. We have 500, I guess. That is a broad field. That 
is a tremendous field. That is one of the biggest organizations that 
we have. That covers all sorts of activities in public affairs in 
Germany. 

Mr. Ketiy. Mr. Miller stated there is one person in the Office of 
Intelligence working on east-west trade matters. Is it on that one 
person that you depend for the intelligence reports concerning all of 
this terrific volume of east-west trade / 

Mr. Frank Miuier. I should probably qualify that statement, 
because, as Mr. McCloy has indicated, the division of responsibilities is 
not always neat. There is, in fact, more than one person in Intelli- 
gence concerned with east-west trade affairs. I should have been 
more specific. I know of one person who works principally with that. 

I know of others within the Office of Intelligence who devote some 
of their attention. I am not able to say how it works out percentage- 
wise with reference to all of their time and the expenditure of their 
activities. 

Mr. McCrory. May I interpose a remark. There are, of course, a 
number of intelligence agencies operating in Germany. All of them, 
I think, collect some information on this subject. However, they 
collect information on other subjects which may have higher priorities. 

In toto the number of people that are operating in economic intelli- 
gence must be substantial. 
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Mr. Kextiy. You spoke of priorities, Mr. McCloy. What priority 
is given to the collection of information relating to east-west trade, 
illegal east-west trade ? 

Mr. McCuroy. I would rather not talk about intelligence priorities. 

Mr. Ketty. There have been discussions, frequent discussions, of the 
sale of surplus material to STEG, the German surplus disposal organ- 
ization, and in a statement last October from the State Department 
relating specifically to certain trucks that were sought to be exported to 
Hungary it was stated that the export licenses for the trucks stopped 
at the border were issued by the German central licensing agency with- 
out referring to the Military Security Board for approval in accord- 
ance with the requirements of the Allied High Commission law. 

What is the volume of requests for approval or referrals for approval 
with relation to the total volume of material which should be referred 
to that Military Security Board for approval ? 

Mr. McCuoy. I don’t know. 

Mr. Frank Muuer. I don’t know how you could decide at the be- 
ginning what should be the total volume. I do not know about the 
total number of requests which they have received. 

Mr. McCroy. I will have to get you that information as best I can. 

Mr. Ketiy. Mr. Miller spoke of 200 military police customs unit 
personnel on the border. Is that the present number ? 

Mr, Frank Miter. There are presently somewhat more than 200. 
There were, prior to the stationing of the troops on the interzonal 
border, something over 100. I think it was 110, including officers and 
men. 

Now with the stationing of the troops on the interzonal aie and 
in Berlin, there is something over 200. I think it is 208. I do not 
want to say for sure. For one reason, that number will probably 
change. There may be additional increments to it. 

Mr. Kexiy. Those troops were not placed on the interzonal border 
though until after the Ist of May of this year, were they ? 

Mr. Frank Mutter. Thatis correct. May Ladd that it was a matter 
with which we dealt tripartitely in Germany. We had, in fact, 
been negotiating about the stationing of these troops on the border 
for some time prior to that date. The reason that we had to coordinate 
with our British and French Allies is that the stationing of Allied 
personnel along the:borders is not a unilateral problem; it comes 
under the functions of the tripartite groups. There was a difference 
in the responsibilities which were carried out by the United States 
troops and by personnel in the British and French zones, 

In other words, our troops had greater privileges or prerogatives 
than were enjoyed by the personnel | in the other zones. It was neces- 
sary for us, as a tripartite matter, to aline our position so that we would 
not be breaking our own agreements with the British and French. 
To repeat: Although the troops were stationed there after the 1st of 
May, the stationing of the troops had been under negotiation for a 
considerable time. 

I might say one further thing. One of the problems in that con- 
nection was whether we should use troops, our most tangible demon- 
stration of force in Germany at that date, when we were in the midst 
of a very broad program for determining all other problems with 
Germany which fell short of a peace treaty. There was an anachro- 
nism. It was nee essary first to resolve that before taking action. 
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Senator O’Conor. As a phase of that subject matter, in the press 
of last night—June 13—there was a dispatch to the effect that: 

Many supplies vital to East Germany’s economy, machine parts, steel products, 
copper, tungsten, and brass, come from West Germany. 

Would you think that is correct? 

Mr. Frank Miter. I would be reluctant to make any statement 
on that, sir, because a machine may be a milking machine. It might 
have a copper ring somewhere in it. That might meet the definition 
in the document you cite that a supply containing copper comes from 
the west zone. 

Therefore I think you can understand my reluctance in expressing a 
definite opinion without knowing something more of the exact frame- 
work within which the statement is made. 

Senator O’Conor. I did not want to go into that particular matter 
just now and divert your attention. It ‘has to do with the threatened 
Raskede as a result of Russia’s demands in the last couple of days in 
respect to the requirement of information. 

But I was particularly directing attention or inviting your com- 
ment as to the type of articles that were in shipment back and forth, 
and they mentioned those particular five categories: machine parts, 
steel products, copper, tungsten, and brass. 

I wondered if you had anything to say on that, whether you do 
think those articles are being shipped as of this time by any of our 
allies. 

Mr. Frank Miter. If I may, sir, what I say would have to be 
qualified by the fact that I do not know exactly whether it was pure 
copper, in blocks, or in what form. We do know that it is suggested 
that these are strategic commodities which we are not permitting to 
go eastward. We feel that this situation is under control, always 
allowing that we do not know what goes under the table. 

We feel that the statistics indicate clearly that the shipments of 
critical items have been reduced, as Mr. McCloy has said, to approxi- 
mately one-fiftieth of what they were previously. 

Senator O’Conor. That is on the legal trade? 

Mr. Frank Mitier. Yes, sir. In connection with what is being 
shipped to the east zone, a new interzonal trade agreement is, and has 
been for several months, in the process of being negotiated. Our 
objective in these negotiations, which are conducted by the Germans 
under our supervision, has been to establish a quid pro quo basis for 
trade. If you give them something valuable, get something valuable. 
We believe that, as the matter now stands, the exe hange of commodities 
is as close to that basis as we can practically expect it to get. I have 
here a listing, in case you are interested, showing how the exchanges 
run. Agricultural products, forestry products, mining products, 
mineral products, et cetera. 

Senator O’Conor. I should like very much to have that and make 
it a part of the record. 

Mr. Frank Miuier. As the agreement has not as yet been concluded, 
the commodity lists are tentative. 

Senator O’Conor. These are items about which negotiations are 
being conducted ? 

Mr. Franx Mier. That is correct. That is what will be covered. 
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That is not a guaranty that those commodities will be delivered. But 
it is a ceiling under which goods can be exchanged. Added to that 
is another qualification; each time a merchant comes through with 
a transaction within the terms of this agreement we will take another 
look at it, and we will see whether, for example, too much copper is 
included in one machine. In other words, the commodities will be 
subject to specification. 

Mr. McCuoy. May I suggest that the tentative agreement be put in 
for the committee’s information but not for public record. That is in 
the process of negotiation. 

Senator O’Conor. That is what I had in mind. 

Mr. McCoy. It would be quite awkward if it was. 

Mr. Ketry. In these negotiations with the east, and in imposing 
restrictions on trade with the east, can you give us some discussion 
of the effect as you see it of the New York agreements, sometimes 
called the Jessup-Malik agreement of 1949, lifting the Berlin 
blockade ? 

Mr. McCtoy. I think that I would rather go off the record on this 
one because of the four-power conference. Maybe we had better 
hold this for executive session. 

Senator O’Conor. Very well. 

Mr. Ketny. In the press of last evening from Bonn, Germany, 
there is a statement: 

West Germany may increase its frontier federal police force of 10,000 men, 
officials hinted today. 

Do you have any information relating to that, whether that frontier 
police force is to be a security force or a customs force? 

Mr. McCuroy. I think that probably refers to what Dr. Adenauer 
told me he was going to do in the way of increasing his customs force. 
A thousand men he told me. 

Mr. Ketiy. One thousand increase ? 

Mr. McCoy. One thousand increase over what he now has. He 
was also going to take some of the people off the other borders and 
put them on the eastern border. 

Mr. Ketxiy. What has been the German attitude generally toward 
the problem of hard and soft goods, that is hard goods exported and 
soft goods imported. Has there been a public opinion expressed on 
that subject ? 

Mr. McCoy. I do not know that there is a public opinion as such 
on it. What you always have to resist is the self-interest of the pro- 
ducer. It is hard to get him to see the larger point of view, and 
you have to do it by persuasion. 

If he can make more money out of soft goods, he will, unless you 
press upon him, educate him, or punish him if he steps over the line, 
attempt to import soft goods. I don’t know that I can express a 
public opinion on it. There is a lot of criticism in Germany, a great 
deal of criticism of what they call our rigidity in connection with 
trade. They all feel that we are overdiscriminatory in regard to 
Germany. 

The Germans feel that they are being nee upon more than the 
other countries are, and they are all generally tolerant toward a very 
lively trade with the east. 

Senator O’Conor. What countries? 
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Mr. McCuoy. Other Western countries. If you go to Hamburg 
and talk to Mayor Brauer about it, he will say “Look at Antwerp.” 
Antwerp says “Look at Hamburg.” 

Senator O’Conor. They have information, or they certainly are of 
the belief that extensive shipments have been going back and forth. 

Mr. McCoy. They feel that. I think that is based on human na- 
ture rather than fact. They think the other person is getting away 
with more than they are and they are somewhat resentful of our 
interference in connection with it. 

I say there is a certain irritation down the line because we are 
very nosey about this and much nosier in my opinion in Germany 
than they are in any other country. 

At the same time I say that we have gotten substantial cooperation 
from them, and that they are definitely with the west. They do not 
want to put guns and bullets in the hands of somebody who is going 
to shoot at them any more than we want to. 

Mr. Ketiy. Mr. McCloy, on the Wehner report, the Problems on 
Interzonal Trade report, have you comment on the criticisms of the 
Adenauer government actions ¢ 

Mr. McCrory. Yes. Iam familiar with the speech he made on the 
Bundestag on the subject. 

Mr. Key. I am referring particularly to the Wehner paper, the 
fifty-odd-page paper entitled “Problems in Interzonal Trade,” in which 
Deputy Wehner criticized the Adenauer government for not being 
a little more hard-headed in its attitude toward interzonal trade. 
Have you any comments on that? 

Mr. McCoy. This is very delicate ground for me to be on because 
of the political situation that exists in Germany. If one supports 
Adenauer as against the SPD one is in trouble if he is the High 
Commissioner. 5 

I think that some of the things that Wehner said were well said. 

Mr, Ketiy. You spoke earlier of watchlists or blacklists. What 
is the extent of their use in the Allied-West German export control 
structure ? 

Mr. McCroy. I wonder if I could go into that in executive session ? 
That is a delicate subject. All I can say in general is that we hope 
that that device will be as effective as any we have toward bringing 
this to a diminuendo. 

I have a telegram which has just come in which refers to legal 
»roceedings which have been initiated against firms whose shipments 

ave been intercepted. Mr. Kelly, I spoke of them as being only a 
handful. There are only a handful in relation to the import proceed- 
ings, but there are 38 identified proceedings that we can give you now. 

Senator O’Conor. Those are proceedings in connection with 
exports? 

Mr. McCoy. Yes, sir. 

Mr. Ketiy. The number we had on imports was in a 30,000 to 40,000 
range. 

Mr. Frank Mutter. This is a segment of the border which our 
people looked at recently. This goes back to January 1950. 

Mr. Ketiy. When materials are turned back at the border by our 
MP customs unit, has anything been done to see that they are not 
reconsigned through other channels to the east ? 
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Mr. Franx Mutier. The goods are returned to the exporters; the 
Federal Government is notified of the action which has been taken 
and is requested or instructed to take whatever action may be 
necessary. 

I am not prepared to say that we can be sure that those goods will 
not be ultimately shipped to the east. One reason is that if a man 
fails to get his goods out directly to the east the first time, he may 
ship them to the west, and then eventually to the east. We don't 
know. He can ship them to the west if he chooses to do so. 

Senator O’Conor. Have you indications that that program has been 
followed? 

Mr. Frank Miiter. I cannot point to any, but obviously the goods 
which come through third countries (diverted shipments), do indicate 
that. There was a ball-bearing case that Mr. Hansen referred to. By 
the way, we should say that those ball- bearings are still in Germany. 
Perhaps you recall them. 

Senator O’Conor. I rz 

Mr. Frank Miter. I do not know where those ball bearings were 
first. We know that they were shipped from Germany to London. 
They never reached London. They were intercepted at Antwerp and 
went eastward. I am not prepared to say that they ever attempted to 
ship them eastward. I am not prepared to say now that Keugel 
Fischer, the shipper, intended when they left his factory that they 
should go eastward. 

Senator O’Conor. The fact is that they were destined there. 

Mr. Frank Mriuier. That is right. 

Mr. McCrory. We stopped them. 

Senator O’Conor. If I may ask you, Mr. Miller, in the testimony of 
Mr. Hansen it was shown that the shipments quite recently from the 
western countries or from the western zone to Russia or the satellite 
countries consisted of aluminum sheets, alloy steel rods, refined steel 
rods, high-quality band steel, high resistance wire, aluminum pipes, 
aluminum alloys in bars, tools, and inset steel, and other supplies of 
that general nature. Would that correspond with what you think has 
been the type of articles shipped ¢ 

Mr. Mur. There are two things to say. First, there are no ship- 
ments to the U. S. S. R. They could be to the satellites, of course. 
Secondly, I am not familiar with the description of the commodities 
which were in fact represented by the shipments noted by Mr. Hansen. 
1 am not familiar with all of the large number of commodities which 
are on the restricted list, and do not know whether the particular ones 
were in violation of those requirements. 

I cannot testify as to either the accuracy of the fact that they were 
shipped or if they were, whether they were embargoed or whether 
they were quantitatively limited. Unless you know how much of that 
was shipped you are at a disadvantage in saying whether it should 
have gone through. You understand what I mean? 

Senator O’Conor. Yes. 

Mr. Frank Miter. Reasonable quantities of many of these com- 
modities are permitted for shipment. So without the details, sir, 
I cannot answer that. 

Senator O’Conor. I am leading up to this question as to the amount 
of inspection or of observation. Have any of the 200 people that you 
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enumerated been engaged in checking up to find out if transports 
have been going over with or without inspection at the border? 

Mr. Frank Mitzer. The MP units, of course, would be. They are 
the people who are there all the time. We in our offices are in touch 
with the Germans. We are occasionally in touch with people at the 
borders. 

For instance, we have a customs intelligence man who, in the case 
of the steel pipe of about last September or October, went down to 
the border himself to inspect the goods. Occasionally our people do 
that. 

Mr. McCrory. The MP’s are doing it all the time. 

Mr. Frank Murr. It is their function to examine suspicious look- 
ing shipments. 

Mr. Seana: How well trained are they for the job from the stand- 
point of being able to identify items on the lists ? 

Mr. Frank Mutter. The answer is that they are soldiers. They 
are not technically trained soldiers in the customs field. The first 
people to admit that is the colonel under whom they work. That is 
one of the points that Mr. McCloy raised earlier, that it is an ex- 
tremely difficult thing to have a good and effective and trained cus- 
toms man. It is a time-consuming process. 

Mr. McCrory. These people have experience in this field although 
they are not experts. They have a certain know-how by their ex- 
perience on the Austrian border. It is not new to them. 

Senator O’Conor. Mr. Miller, just to complete that one series of 
questions, Mr. Hansen stated that his check-up was conducted in the 
early morning hours at various times and unexpectedly, and that he 
observed loads going over of approximately 30 tons each at a rate of 
about every 3 to 5 minutes, with little or no inspection at the border. 
Do you think that comment was fairly accurate ¢ 

Mr. Frank Mitier. With qualifications, I think I can understand 
it. I do not suppose that all of these trucks were of 30 tons. I sup- 
pose there were numbers of them which were less. 

Senator O’Conor. I think he said up to 30 tons. 

Mr. Franx Miter. I do not suppose that is particularly important. 
I am a little puzzled by the fact that these trucks went through that 
point at the rate of every 3 to 5 minutes, and yet according to the 
observation by one of the men who was with him—and I think orally 
by Mr. Hansen himself—the trucks were lined up for a mile or two 
behind the check point. 

Mr. Keiiy. That was coming the other way. 

Mr. Frank Miuirr. My information was to the contrary. I do 
not mean to say that they were not lined up on the other side. Neither 
is that controlling. I do think that it is significant that this was 
in my opinion the busiest check point in Germany. 

Mr. McCroy. It was at Helmstedt. 

Mr. Frank Muitier. It was the entrance to Berlin. It is the only 
point for a long stretch by which goods can go into that city. We 
are trying to supply a couple of million people there. So you can 
picture how these trucks come in, bringing in food and all the things 
that you need to run that city at a tremendous rate, and constantly. 
I can understand it if each of these trucks is not searched because 
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you realize that the Soviets have limited us to that one point. There 
is just an avalanche of traffic there. Moreover, Helmstedt is not in 
the American zone and not subject to direct United States control. 
The British have authority there. 

If these trucks come through and they are not each one of them 
checked, I can understand it. And I can understand it partly because 
of the fact that by far the largest proportion of the goods that go in 
are consumer goods which the people in Berlin med 

Mr. McCrory. They would be food trucks. 

Mr. Frank Miter. I have certainly gone through many a customs 
point. A man looks at me and my bag and decides, after a quick 
glance, whether or not I should be checked. And without being sure 
that he is right, he says “Go ahead.” That is what has naar there. 

Mr. Kexiy. Mr. Hansen reported back to us that the lack of inspec- 
tion at that point was typical of the lack of inspection at less crowded 
points. In one case he gives us the instance of a man in charge of 
a check point who assured him most solemnly that he had a list of 
goods which were not permitted to be passed there, and after pro- 
ducing the list, it turned out to be the list of items which could go 
east under the Frankfurt trade agreement. 

Mr. Frank Mitirr. He told me of that while he was in Frankfurt. 
I do not question that that happened. Why the man told him that 
I am not able to say. Perhaps the man thought he did not under- 
stand German and could be told anything. We have had other in- 
stances of similar types of behavior. Our interest is not in explain- 
ing away or talking down these things, but rather in finding out who 
these officials are. With that information, we can then confront the 
German Government and say “Why do you have a man working at 
this point who doesn’t have the appropriate documents to work with? 
Why did he make such a statement?” 

I will say that it is a situation that we want to prevent. I do feel 
that subsequent checks along the border indicate that there is an 
awareness of the necessity of providing the officials with the docu- 
ments they need to work with. So finally I will not try to explain 
that situation away, but I do feel that our checks have indicated a 
reasonableness on the part of the officials. 

Mr. Ketry. One question that I would like to ask at this point: 
On the matter of transit shipments it is my understanding that the 
West German Government does not have authority to question ship- 
ments or to control shipments by any of the Allied governments 
through West Germany to the east. Is that correct? 

Mr. Frank Miter. I cannot answer that with certainty, sir. I 
may answer it by reference to an example. I know from my own 
experience that we have had goods coming through which have been 
from nationals of one of the occupying countries. At those points 
our own troops have stopped the goods and have reported to Frank- 
furt what they have found. We have, whether the Germans have 
authority to stop them or not, taken up the question of whether the 
goods should go through and dealt with the occupying government as 
necessary. I would say that our MP’s have followed the same pro- 
cedure in dealing with shipments originating in France or Britain as 
observed in relation to shipments originating elsewhere. 

Mr. Kexty. I would like to get a statement for our records, if I can, 
as to the actual extent of authority of the West German Government 
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to control exports. We have had quite a bit of reports of large vol- 
umes of material going through in transit shipments. Would you 
care to add anything now on that subject ? 

Senator O’Conor. Or could you supply the information ? 

Mr. Franx Miter. That I would prefer to do. I would rather 
give you information that I can confidently say is full and correct. 

Senator O’Conor. Without holding you to specific quantities or 
items, just what type of shipments and cargoes have gone from Ger- 
many to Communist China in the last several months, would you say ? 

Can a give us a general idea of the type of goods? 

Mr. Franx Miter. I do not know, sir. Maybe I could tell from 
the record of shipments. 

Senator O’Conor. We are anxious to have the general categories. 

Mr. McCioy. Here is a list that comprises textiles, chemicals, iron 
and steel, nonferrous metals—some of these are very minor figures, 
and some are more substantial—and here is an item referred to as 
“various machinery,” other items listed are: passenger cars, electrical 
ee pharmaceuticals, fine mechanics, pulp, paper, and card- 

ard. That is not a very good list, lam afraid. Maybe we can get 
you a list better than this. That is for 1949 and 1950. We also have 
the figures for the first quarter of 1951. 

Senator O’Conor. Would you have the information, apart from 
the listing, Mr. Miller, as to what went in in 1951? Just what were 
included in the shipment ? 

Mr. Frank Mutuer. By the same breakdown, of those categories? 

Senator O’Conor. Yes. We are not attempting to cover it all. 

Mr. Franx Muer. I do not think that I have it here, sir. We can 
yo it. The statistics, as you know, are always behind the trade. 

do not have them by breakdown for the first quarter of 1951. 

Senator O’Conor. From your knowledge of them, those reports, 
would you say they included the items generally that are on that list, 
iron, steel, textiles, chemicals? 

Mr. Frank Miner. May I say it this way: I think what we are 
both interested in is whether China is getting those things which are 
on our restricted lists. If I may interpret it that way at this mo- 
ment. 

Senator O’Conor. That is not entirely what I have in mind, but go 
ahead, 

Mr. Franx Miter. We do know, we have facts on that. In recent 
shipments of goods to China, the restricted commodities have gone 
down to two-tenths of 1 percent. That is about as low as we can get it 
without stopping it. 

Mr. McCioy. In other words, this is a legal shipment that we are 
talking about here, a permitted shipment. 

Mr. Frank Murr. As of February 1951. 

Restricted commodities represented two-tenths of 1 percent of ship- 
ments of goods to China. 

Senator O’Conor. Without reference then to the listing of the 
goods, but as to the type of articles, would you say in the first quarter 
of this year—1951—that there were shipments of this same general 
type of material ? 

Mr. Frank Mutter. I should think so, yes. That is my opinion, not 
verified. 
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Senator O’Conor. Iron, steel, chemicals, electrical and pharmaceu- 
ticals? 

Mr. Frank Mutter. That would be my opinion if you would accept 
it. as such. 

Senator O’Conor. Very well. We have in mind, of course, that 
Commissioner McCloy has an engagement. We will now conclude 
the open hearing and have a short executive hearing, if we may, Mr. 
McCloy. 

(Thereupon at 11:58 a. m., the committee went into executive ses- 
sion. ) 

(Copies of State Department letters of July 12 and 26, 1951, trans- 
mitting information from Mr. McCloy are as follows :) 


DEPARTMENT OF STATE, 
Washington, July 12, 1951. 
Mr. JAMEs J. KELLY, 
Staff of the Senate Subcommittee on Export Controls, 
Senate Office Building, Washington, D. C. 


My Drak Mr. Ketty: During the recent appearance of Mr. John J. McCloy, 
United States High Commissioner for Germany, before the Senate Subcom- 
mittee on Export Controls, several questions were raised which Mr. McCloy 
was unable to answer at that time, and on which he promised to communicate 
with you later. 

Since Mr. McCloy has now returned to Germany, I have been requested to 
pass information regarding the following points on to you: 

1. A question was asked during the hearings regarding an alleged statement 
by Mr. Erhard, German Minister of Economics, that the Germans had estab- 
lished deposits in other countries in the amount of about $200,000,000 in 1951, 
which had accrued from trade with the Soviet area. Minister Erhard has 
recently stated very emphatically that he has never made a statement con- 
cerning a capital flight of this amount and nature. He considers such an idea 
as preposterous. He feels, however, that a misunderstanding regarding his 
attitude toward this subject may have arisen recently when he undertook to 
refute certain criticism regarding a capital flight from Germany to the west 
during the last European Payments Union crisis. He does not, however, 
understand how any misunderstanding over the nature of this capital flight 
and its association with east-west trade could have arisen. 

2. Mr. MeCloy was asked whether the number of applications which are 
referred to the Military Security Board and which can be identified as in- 
volving trade with the Soviet area represents a satisfactory proportion of such 
applications which might reasonably be expected to be referred to the Board. 
During a period of approximately 18 months, the Military Security Board has 
received applications as follows which have been identified as involving east- 
west trade: 


Ynvolving Soviet orbit countries directly._._—......i...-~-...-_..........- 6 
invovene Bwietan......... .... we nett (eebatiethtes teres cnbecae 83 
Involving Sweden_____ _ sae ee ra nae alin ee eee eect Se swan tee 48 


EN SN ik ee er ee i ea ct c ake 13 
Involving Finland________~- 


Neither the Military Security Board nor the Office of the United States High 
Commissioner is able to state whether a substantial number of additional appli- 
cations of this nature could have been expected to have been referred to the Mili- 
tary Security Board. 

3. Mr. McCloy indicated at the hearing that he would supply a statement 
expressing the extent of and limitations on the authority of the Federal Govern- 
ment to control transit shipments through Germany. This statement is still 
under preparation in Germany and will be forwarded to you when it is received. 

4. With regard to the query raised during the hearing as to categories of Ger- 
man exports to Communist China in 1950 and 1951, I am attaching herewith 
certain recent statistics on this trade. 

Sincerely yours, 
Ben H. Brown, 
Acting Assistant Secretary. 
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West German exports to China during the four quarters of 1950 and the first 
quarter of 1951 


[In thousands of dollars] 





First | Second| Third | Fourth First 
Commodity | 1950 quar- | quar- | quar- quar- 1951 quar- 
ter ter ter ter | ter 
Total food and agriculture 
a Ns caw Laoumsiasnelgtesuountiteccebun tecoune 
Coal and lignite a. = Sai - : 
Chemicals ‘ca . — 5, 613 163 37 1,570 3, 843 691 
Iron and steel (including scrap): 
Iron steel mill production including cast- 
ings. - ; 3, 78+ 7 667 1,033 2,077 ‘ 446 
Nonferrous metals 34 |_. 27 7 2 
Cutlery, tools, and other iron ware 370 y 31 28 302 296 
Various machines 325 ll lil 7 146 114 
‘Trucks, passenger cars, and other vehicles 124 121 15 
Electrical products (including electrical ma- 
chinery) 163 19 34 6 104 |... 291 
Fine mechanies and optics 455 16 4 92 343 |... 285 
Pharmaceutical. -....--. 384 5 6 52 321 103 
Lumber and timber : = ’ joo a 
Pulp, paper, and cardboard 17 2 15 8 
Other stones and earths E 2 steels Na acti can tater 
Bicycles ts ees 71 1 1 75 |. 80 
Musical instruments aed ‘ 17 ; 2 15 19 
All other eS aoeal 21 ] l 1 Oe 6 
eo 11, 384 232 S91 2, 883 Fie Stk wcroene 2, 356 


DEPARTMENT OF STATE, 
Washington, July 26, 1951, 
Mr. JAMES J. KELLY, 
Staff of the Senate Subcommittee on Export Controls, 
Senate Office Building, Washington, D. C. 

My Dear Mr. Ketty: I refer to the Department’s letter to you of July 12, 1951, 
transmitting certain information requested of Mr. John J. McCloy, United States 
High Commissioner for Germany, during his recent testimony before the Senate 
Subcommittee on Export Controls. In numbered paragraph (3) of that letter, 
you were informed that a statement expressing the extent of and limitations 
on the authority of the Federal Government to control transit shipments through 
Germany was under preparation and would be forwarded to you shortly. 

Mr. McCloy’s office has recently prepared such a statement, which reads as 
follows: 

“Regulation I under Military Government Law 53 (revised) governs the move- 
ment of property into and out of the territory of the Federal Republie of Ger- 
many and the movement of property in transit through that territory. Article 
II of the same regulation designates the Federal Republic as the agency compe- 
tent, subject to conditions prescribed by the military government, to authorize 
and regulate this movement. The Federal Republic itself may delegate this 
power (to issue authorizations for the movement as described above) to any 
Federal agency or to agencies of the Laender governments. No distinction is 
made in the regulation distinguishing the property of Allied nationals from that 
of non-Allied nationals. 

“In addition, the 1939 customs law of the German Reich (which is still in 
effect today) authorizes the Government to issue prohibitions and restrictions 
over the shipment of goods over the Reich or its customs borders. An implement- 
ing ordinance under this customs law empowered, inter alia, the Ministry of 
Economics to forbid transit shipment through German territory. 
under this law are of recent origin. 

“No international agreement is known here which would restrict action under 
above legislation with regard to the property of members of the United Nations.” 

I trust this statement is sufficient for your purpose. 

Sincerely yours, 


No regulations 


JAcK K, McFatt, 
Assistant Secretary, 


x 





